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This report is Volume I of a two-volume series released by 
the Assembly Revenue and Taxation Committee,on the Bank and 
Corporation Tax. Volume I provides an overview of the tax, in-
cluding its fiscal effects and taxpayer incidence, an analysis 
of the major areas of difference between state and federal law, 
and an indepth analysis of 4 subjects: carryover/carryback of 
net operating losses, graduated tax rates investment tax credit, 
and "Subchapter S" treatment for small business corporations. 
Each of the latter analyses contains a detailed history of and 
rationale for the federal law and an explanation of that law, 
the fiscal implications of state conformity, and discussion of 
advantages, problems and policy issues associated with conformity. 
(Volume II provides an exhaustive analysis of the "unitary 
method" of apportioning corporate income for California tax pur-
poses.) 
This report results from the work of several people. Kevin 
Bacon of the Assembly Office of Research wrote Chapters 3 through 
6, to which the staff of the Franchise Tax Board contributed the 
fiscal estimates and some of the policy comments. The F T B 
staff also wrote Chapter 2 and provided some background materials 
incorporated by committee staff into Chapter 1. The report was 





BACKGROUND AND BRIEF DESCRIPTION 
OF THE 
BANK AND CORPORATION TAX 
California is one of 46 states imposing net income taxes on 
corporations. Every bank and corporation doing business in this 
state with certain exceptions is subject to a franchise tax of 
9.6 percent measured by its NET income, or $200, whichever is 
greater, beginning in 1980.* (For a comparison to the tax 
rates of other states, see Table I.) 
Banks and financial institutions are also subject to a 
special tax rate, which is in lieu of personal property taxes 
and local business license taxes. For 1980, the bank tax rate 
will be 11.6%1 for 1981 the rate will be 2% higher than the 
general rate for other corporations. For 1982 and thereafter, 
the rate will be based on the personal property tax and business 
license taxes paid by other corporations, but cannot exceed 12%. 
If the tax computed is less than $200, the tax will be $200.~ 
As shown in Table II, it is estimated that California will 
receive $2.64 billion in revenue from this tax source in 1979-80. 
This makes the Bank and Corporation Tax the state's third leading 
revenue producer, behind the sales and personal income taxes, 
accounting for 16.1% of General Fund revenues. All of the rate 
increases in the tax since 1968 have been to produce revenue for 
* For 1981 the rate could range between 9.6% and 9.4%, 
depending on corporation tax collections. For 1982, the rate 
could range between 9.6% and 9.35%, depending on corporate tax 
collections and for 1983 and thereafter, the rate could range 
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HISTORY OF BANK AND CORPORATION TAX 
REVENUES AND TAX RATES, 1936-1980 
Revenue 
Income Year Rate Minimum Tax Paid (in millions) 
1980 (est.) 9.6% $200 $2,640 
1979 (est.) 9 200 2,370 
1978 9 200 2,082 
1977 9 200 1,642 
1976 9 200 1,287 
1975 9 200 1,254 
1974 9 200 1,057 
1973 9 200 866 
1972 7.6 200 663 
1971 7 100 532 
1970 7 100 587 
1969 7 100 592 
1968 7 100 577 
1967 7 100 453 
1966 5.5 100 436 
1965 5.5 100 416 
1964 5.5 100 405 
1963 5.5 100 311 
1962 5.5 100 291 
1961 5.5 100 273 
1960 5.5 100 241 
1959 5.5 100 174 
1958 4 25 174 
1957 4 25 167 
1956 4 25 157 
1955 4 25 133 
1954 4 25 125 
1953 4 25 119 
1952 4 25 120 
1951 4 25 98 
1950 4 25 74 
1949 3.4 25 76 
1948 3.4 25 69 
1947 3.4 25 59 
1946 3.4 25 56 
1945 3.4 25 48 
1944 3.4 25 57 
1943 3.4 25 63 
1942 4 25 54 
1941 4 25 34 
1940 4 25 20 
1939 4 25 16 
1938 4 25 15 
1937 4 25 19 
1936 4 25 16 
*Includes corporation franchise tax and corporation income tax 
on banks and corporations, except for years 1936-1945, which do 
not include figures for bank tax or corporation income tax. 
Source: Governor's Budget, 1979 and 1980 figures from Department 
of Finance's May 1978 Revise 
4 
• 
state funding of the business inventory exemption. The table 
shows the tax rate and revenue history since 1936. 
Who Pays The Tax 
The distribution of the corporation tax base by industry for 
the 1976 income year, as estimated by the Department of Finance, 
appears in Table III. The largest share is manufacturing, at 
36.4 percent, followed by retail and wholesale trade at 20.8 
percent, banks and savings and loans 10.1 percent, services 
8.0 percent, utilities 7.6 percent; real estate, insurers 
and other financials 6.7 percent, mining and oil production 
5.8 percent, construction 3.4 percent, and agriculture 1.4 
percent.. These figures constitute taxable income and are there-
fore net of any losses. 
TABLE III 
Taxable Corporate Profits in California • 
(In millions) 
1976 
Industry Actual Preliminary 
Agriculture .................................................................................................. . $289 S293 
Mining and oil production ......................................................................... . 1,388 1,150 
Construction ................................................................................................. . 549 738 
Manufacturing ............................................................................................ . 5,463 6,579 
Trade '"········•··•···'""'• •••·····•·•··•···•···•·•··•••·••·•••·••••••·····•···••····'"'"'"''""'""'""'"""'" 3,301 4,095 
Service ............................................................................ '" ............................. . 1,190 1,494 
Financials subject to the bank tax ....... '" .................................................... . 1,304 2,008 
Real estate and other financials ............................................... '".'""""'"'""'""" 946 1,294 
Utilities .............................. : .......................................................................... . 973 1,178 --




































• These_ figures represent income of corporations with accounting period~ ending from August of the year shown through July of the following year. 
Thts method of reporting approximates the federal system of reporting corporate profits in the yc;:;r earned. 
Source: 1979-80 Governor's Budget, p.A-101 
Table IV shows 184,326 total franchise tax returns filed by 
banks and general corporations for 1976. Returns with taxable 
State net incomes totaled 113,614, constituting $14.8 billion in 
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FOOTIDTES sustaining losses and those which 
and cooperatives) are included in 
column headed "Number of Returnsn include 
which have changed their income years and filed 
approximately 22 mergers and consolidations 
year. a return for each surviving 
source 
6 
Just over 54,000 corporations Fe~rted State net losses of 
$2.9 billion, down from the previous year's $3.3 billion. 
Another 16,000 corporations reported no State net income or loss 
(cooperatives and inactive corporations). Taxes shown for these 
corporations represent the $200 minimum and any preference tax 
liability. 
Table IV also indicates the degree of concentration of 
very high State net incomes among a few corporations. Corpora-
tions reporting $1 million or more in State net income accounted 
for less than one percent of all returns filed, but made up nearly 
70 percent of total State net income and taxes assessed. On the 
other hand, corporations with less than $50,000 in State net 
income comprised 88 percent of all returns filed, but only eight 
percent of total State net income and taxes assessed. 
There is no clear-cut answer, however, to the question of 
who ultimately pays the tax: corporation or consumer. Of 
course the corporation may recoup up to half of the tax from 
the federal government, by virtue of the deductibility of the 
state tax. Beyond that, it is assumed that a merchant or manu-
facturer often takes into account, at least indirectly,the amount 
of income tax he will have to pay and, if the market conditions 
permit, fixes his prices at such a level as would yield him a 
certain minimum net income. Aside from the complications intro-
duced by the corporate form of business, however, most economic 
opinion has in the past been to the effect that "market condi-
tions" usually do not permit the addition of the tax to the price 
in the short run. Any shifting that takes place does not come 
about by a straightforward shifting from seller to buyer, but 
does so through a complex, indirect, and roundabout process. 
7 
In the Commission task force 
Tax Burdens in California" (Project II- 2), on page 
39 that: 
There is considerable debate as to 
bears the corporation tax; i.e., to 
is the tax shifted to 
or directly absorbed by 
empirical studies are not 
mainly because cause-effect 
cult to substantiate. It 
safe to that shi 
proportions, especially over 
degree depending on a number of factors, elas-
ticity of demand, alternative rates of return on 
investments, and the bargaining position of zed 
labor. 
Finally, in a report* prepared As Revenue and 
Committee in 1964, Prof. Harold M. Somers, 
the Economics Department at UCLA, concluded: 
In general, we may conclude that in 
there is little likelihood of business 
short run 
income tax 
being under the rigorous 
fit maximization in the literal sense. 
tures from this assumption, such as maximi 
gross sales (or size of the business 
to a profit constraint, lead to cone 
will change under the impact 
some instance, e.g., where the 
been operating right at the 
Various other situations in which 
occur have been mentioned above. 
There is some recent empirical evidence 




tax is shifted. It been shown that an increase 
the corporation income tax is 
shortrun adjustments to a net 
rate of return, and that these adjustments are main-
tained subsequently. s suggests that pro-
fit maximization had not been followed and that 
iness firm has much 
selling internal 




unimpairedo The reluctance of management to alter 
dividend policy abruptly as a result of changes in 
profits after taxes strengthens the notion that 
shareholders, at any rate, do not bear the burden 
of changes in corporate income taxation in the short 
run. (footnotes omitted) 
Prior to 1910, state revenues were derived mainly from a 
direct ad valorem property tax upon all taxable property within 
the State. The method was unsatisfactory and burdensome, and it 
came to be recognized as inequitable as well. 
In 1905 a joint legislative committee was established to 
study the situation and suggest a remedy. It submitted its 
report to the Legislature in 1906, which at first was rejected. 
It was continued in existence and its program was accepted in 1910. 
Its basic recommendation was a separation of tax sources. 
This came into being in 1911 after the adoption in 1910 of Consti-
tutional "Amendment Number One." Among other things under this 
amendment corporations were placed in a separate class and their 
franchises were taxed exclusively for state purposes. 
The franchise tax on banks and corporations was not measured 
by income. Banks were taxed under what was known as the "share-
tax" method and general corporations were taxed on a percentage 
of "actual cash value" of their franchise. 
Under this method, the real estate of banks was taxed locally 
at the ordinary property tax rate, and the State taxed their shares 
of capital stock at a fluctuating rate. The base, however, con-
sisted of capital, surplus and undivided profits, minus the asses-
sed value of real estate. 
9 
tion., 
real estate of general corporations was 
The franchise tax base consisted 
outstanding securities, 
visible or tangible property 
s tax was criticized as an tax 
to anticipate and accrue. There were 
as to whether or not the Bank Tax Act was 
to 
was 
these doubts, in 1927 a Tax Commission was created 
to 
to 
the systems of revenue and 
to the Governor its report 
to the Legislature at its 1929 sess 





of amendment so as to permit a tax to be imposed 
on corporations "measured by net 
was called which approved the 
the proposal was adopted on November 6, 
rent 
1 
s approval the Legislature 1929 
of the commission and enacted 
~u~u.se Tax Act. That act was the 
, the 
corporation tax rate and a 
imposed under the provisions of the amendment 
vote house of the Legislature. 
removed but the two-thirds vote 
been removed by Propos 5 





a tax could 
two-thirds 
in 
Corporation Franchise Tax 
The franchise tax is a prepaid tax. It is paid in advance 
for the privilege of doing business in California in the ensuing 
year. In 1963, the Legislature provided for accelerated collec-
the bank and corporation franchise tax. 
The franchise tax differs in many important respects from 
the income tax. First, it is a privilege tax. That is, the 
tax is imposed for the privilege of exercising corporate franchise 
within the State. Second, it is a tax "measured" by income. These 
differences are more than labels. 
A franchise tax is not necessarily "measured by or imposed on 
income." The tax may be measured by the amount of capital stock 
paid-up or outstanding capital stock, capital stock employed in 
State, a percentage of the cash or market value of the shares 
a corporation's capital, by capital and surplus or various 
other means. Since the California tax is "measured by income", 
income may be included, even income which is otherwise exempt-
such as interest received from u.s. obligations. This is why banks 
and corporations are required to include in the measure of their 
tax income received from federal obligations owned by them. 
Franchise taxes also differ from income taxes in that they 
usually impose a minimum fee or tax. In this State the minimum 
for corporations is $200. In many other states the 
minimlliil 
tion. 
is based on the value of assets owned by the corpora-
Since the franchise tax is a privilege tax, it may be imposed 
only against corporations which have been granted the right to do 
business this State, i.e., incorporated or 
bus this State. The franchise tax not be 
imposed upon corporations which are 
interstate commerce, regardless of extent 
ties. 
corporation income tax was enacted to remove an 
inequity the taxation of interstate were 
not taxable under the Franchise Tax Act. As this tax is an income 
tax rather than a franchise tax, corporations subject to it are 





interest from United States obligatiops. 
Corporations subject to this law have been reduced number 
enactment of P.Lo 86-272, effective September 14, 19 
law provides that a net income tax may not be imposed 
derived from interstate commerce if the only bus s 
state is: 
(1) the solicitation of orders by a 
or its representative, in such State 
of tangible personal property, which orders 
are sent outside the State for or 
rejection, and, if approved, are filled by ship-
ment or delivery from a point outs State; 
and, 
(2) the solicitation of orders by a corporation, or 
representative, in such State in name 
or for the benefit of a prospective customer 
of corporation, if orders by customer 
to such corporation to enable such cumstomer to 
orders resulting from such are 
orders described in paragraph (l)o 
A major problem encountered with corporations busi-
a number of states is to determine 
ect to tax by this State. The basic such 
income shall be determined by a method calculated to determine 
the net income derived from or attributable to sources within 
the State .. 
When a corporation is engaged in business in more than 
one state, the first step is to separate the income into two 
classes. The first class consists business income. This is 
usually referred to as unitary income, and is the income subject 
to apportionment. The remainder is referred to as non-business 
income and is apportioned by situs. This means that if the 
corporation is a local corporation all of its non-business income 
is subject to tax, but if it is a foreign corporation none of its 
income is subject to tax. 
If the income is subject to apportionment; a formula is used 
to determine California taxable income. 
This formula consists of: 
(a) Average value of real and tangible personal 
property owned (property) 
(b) Wages, salaries, commissions, and other com-
pensation of employees (wages) 
(c) Gross sales, less returns and allowances (sales). 
As to each factor, the total within and without the State and 
the total amount within the State are computed. From these figures, 
the percentage of each factor within this State is determined. 
The percentages are then totaled and the average is computed. 
This average percentage is then applied to the unitary income. 
Under this or other formulas income is often allocated to this 
State, although separate accounting records may establish that the 
Cal operations resulted in a 
For a further discussion of this "unitary method", see 
Volume II. 
Preference Income Tax 
Beginning in 1971, California has imposed a tax on "pre-
ference" income at a rate of 2.,.5%., 
Preference income from three sources is subject to the tax: 
e Accelerated depreciation of real property, to 
the extent it exceeds depreciation allowable 
for the year under the straight-line method. 
e Excess deductions for bad debt reserves con-
sisting of additions to reserves for bad debts 
in excess of loss experience. 
e Percentage depletion in excess of the adjusted 
cost (before depletion) of the resource-produc-
ing property at the end of the year. 
Before application of the preference tax rate, preference 
income reduced by a $30,000 exclusion and any net losses in-
curred for the year. As shown in Table V, the tax on preference 
income produced $4.7 million in revenue from corporations for the 
1976 income year. 
TABLE V 
BANK AND CORPORATION TAXES 
TAX ON PREFERENCE INCOME BY MAJOR INDUSTRIAl 
GROUPS 
1975 and 1976 Income Years 
MAJOR INDUSTRIAL 
GROUP 
Agriculture, Forestry & 
Fishery 
Mining, Petroleum & 
Natural Gas . 
Construction ························ 
Manufacturing ............... ., .... 
Services ........................ 
Trade ............. ······················· 
Finance, Insurance & 
Real Estate .................... 
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A substantial and growing number of corporations pay no tax 
at all. These are the so-called exempt organizations of which 
there are currently about 70,000 filing with the department. 
(The number of taxable corporations is about 230,000.) These 
organizations are created for various charitable, religious, 
educational, civic and social purposes. While tax exempt, they 
are required to file information returns and are subject to 
audit to determine if they are operating within the ambit of 
their exempt purpose. Failure to so operate can result in the 
loss of exempt status and resulting taxation as a general corpora-
tion. Exempt organizations are also subject to tax on "unrelated 
business income" or income earned from an activity not related to 
their exempt purpose. 
Prepared by David R. Doerr, October 1979 
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MAJOR DIFFERENCES IN FEDERAL AND 
CALIFORNIA TAX LAWS 
Cali and federal law regarding the taxation of income 
corporations differs in a number of significant areas. The most 
important differences are outlined below. 
1. Jurisdiction to Tax 
California Tax Law 
Every bank located in California and every corporation doing . 
business in California is subject to the franchise tax, unless 
specifically exempted. The law defines "doing business" as 
" ly engaging in any trans for the purpose of 
or pecuniary gain or profit." 
The scope of the California income tax is limited by federal 
lation enacted in 1959. The federal law (Public I.aw 86-272) 
prohibits a state from imposing a tax on income derived from 
interstate commerce, provided: (1) the activities within the 
state are limited to the solicitation of orders for sales of 
personal property by employees or other representatives; 
(2) orders are sent outside the state approval; and (3) o 
are lled from stocks of goods maintained outside the st? 
The prohibition against tax applies also to a corporation 
with sales through a sales office maintained within the state 
by independent contractors whose activities cons t solely 
of making sales, or soliciting orders. 
Federal Tax Law 
domestic corporation not expressly exempt tax 
must file an annual income tax return. As a general rule, a 
domestic corporation (when organized under the laws of one of 
the states or of the District of Columbia) is taxed on its 
worldwide income. No distinction is made between income from 
sources inside and income from sources outside the United 
States, except that the u.s. tax on foreign income may be 
reduced by the foreign tax credit. An exception to the U.S. 
of foreign income exists, however, in the case of a 
domestic international sales corporation (DISC). A foreign 
corporation is taxed in the same manner as a domestic corpora-
tion on all income which is "effectively connected" with its 
conduct of a trade or business in the u.s. In determining 
whether income is effectively connected with the U.S. business, 
two factors are used. The first is: Whether the income is 
from assets used in, or held for the use in, the conduct 
a U.S. business, and the second factor the 
of the U.s. business v.1ere a material factor in the 
ization of the income. 
2. Banks and Financial Corporations 
Tax Law 
and other financial institutions pay a 
general corporations. The higher rate 
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r tax rate 
• 
equalize the total tax burden between the financial 
institutions and other taxpayers~ The rate on al 
institutions is determined by a computation all franchise 
taxes and personal property taxes paid by other corporations 
(excluding certain public utilities) the preceding year. 
For this purpose, all corporate taxpayers are required to 
report on their franchise tax returns the amount of personal 
property taxes required to be paid during the year. The total 
personal property taxes paid are compared with total income 
of such corporations (with certain adjusuJents}, and the 
resulting percentage is the rate applicable to financial 
institutions. Currently, the rate may not be more than 4 percent 
above the general franchise tax rate. The determination of 
the special rate (commonly called the "bank rate") must be made 
by the Franchise Tax Board no later than December 31 of each 
year, applicable to the preceding income year. 
In general, a "financial corporation" is one that deals in 
money, as distinguished from other commodities, and in 
substantial competition with national banks. It is not neces-
sary for the "financial corporation" classification that such 
activities constitute the principal business of the corporation. 
Financial classification may result when only a portion of a 
corporation's income is derived from financial activities, but 
the financial corporation rate will nevertheless apply to its 
entire taxable income. 
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corporations, however, are 
against their bank rate tax liabili 
taxes paid; ( 2) 
se taxes paid; {3) use tax paid for 
consumption of personal property by savings 




are taxed at the same rates and in the same manner as are 
corporations. 
3 Domestic International Sales Corporations 
fornia tax law, no special treatment af 
domes international sales corporations (DISC). 
A international sales corporation (DISC) 
tax on a portion of income derived 
For a corporation to quali as a 
meet the llowing requirements: (1) at 
ts gross receipts must be quali 
leas rcent its assets must be qua 
3) ·t not have more than one s of s 
capital of at least $2,500 on 
; (5) it must have an e 
a DISC in effect the tax year. 
19 
must 




The tax-deferred income of a DISC is not to DISC. 
It taxed to the shareholders di a share-
se stock, or when the co 
as a DISC. 
4. Capital Gains and Losses 
5. 
Capital gain loss provisions are not to banks 
and corporations, only to individual taxpayers. 
Federal 
Under federal tax law, the full amount of 
is into income and then a deduction allowed 60 
(50 percent before November 1, 1978) of the excess of 
net term gain over net short-term loss. The federal 
a • 
s provisions apply to and 
ons. 
law provides the 
of taxes, as follows: (1) state, 
taxes; { 2) state 
property taxes; (3) state and general 
taxes; (4) state and local taxes on gaso , 
sel fuel, other motor 
state; local, and foreign taxes 
or business, or to property he 
20 
ls; ( ) 
for on 
income. California does not allow deduction of income 
taxes; the law contains a specific prohibition against 
deduction of a tax "on or according to or measured by 
income or profits." 
Federal Tax Law 
With respect to the deductibility of taxes, federal 
tax law is substantially the same as California law, 
except that the federal deductions include one additional 
category: state, local, and foreign income taxes. 
b. Charitable Contributions 
California Tax Law 
Corporations are allowed a·deduction for contributions 
paid to certain organizations, up to a limit of 5 percent 
of net income, computed without the benefit this 
deduction or certain other special deductions. 
There is no provision for carrying over excess con-
tributions as there is in the Personal Income Tax La'tv. 
Federal Tax Law 
The contributions deduction of a corporation is 
limited to 5 percent of its taxable income, computed 
without regard to (1) the deduction for contributions, 
(2) the deductions for dividends received and 
dividends paid on certain preferred stock of pub c 
21 
utilities, (3) any net operating loss carryback, and 
(4) any capital loss carryback of the taxab year. 
A corporation is permitted to carryover to 
succeeding taxable years contributions 
the 5 percent limitation. 
c. Depreciatioq 
California Tax Law 
exceed 
In general, California law permits the use of the same 
depreciation rates as does the federal law, except that 
California does not permit use of the "ADR" ranges of 
20 percent above or below the standard rate. 
Wherefederal and California depreciation is different, 
California, by regulation, authorizes the taxpayer to 
use a method or formula for converting federal deprecia-
tion into state depreciation. 
Federal Tax Law 
The major area in which federal law differs from 
California law concerns the federal class life asset 
depreciation range system (ADR) which was introduced 
into federal law in 197l. The ADR is based on broad 
industry classes of assets. For asset classes cover-
ing land improvements, a class life is given~ All other 
classes have a range of years that 20 percent 
above and below the class fe. Depreciation on land 
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d. 
is computed by using the 
other asset i 
a depreciation period selected 
A taxpayer using ADR does not have to jus re 
and policies. A depreciation 
an asset cannot be changed by either the 
IRS during the remaining period of the use 
is allowed for depletion of mines, 
, other natural deposits, and timber. 
on the cost of the property, us 
determination of gain on s 
and corporation tax rules with 
minerals are similar and 
pattern of the federal 
to oil and gas percentage 
1 are substan ally 
percentage and depletion on a 








Federal Tax Law 
With respect to depletable assets other than oil and 
gas, the minerals eligible for depletion are generally 
the same as those eligible under California law. However, 
federal law includes a few additional items and the 
federal percentage rates are different from the 
8 California rates on many items. 
6. Credits 
a. Taxes 
California Tax Law 
California does not allow a credit against the 
California tax for taxes paid to other states or 
countries. 
Federal Tax Law 
Under federal law, a credit for foreign taxes is allowed. 
The federal credit is allowed for income taxes generally. 
The federal credit is allowed only where the taxpayer 
elects to take the credit instead of using the foreign 
taxes as a deduction. 
b. Solar Energy Tax Credit 
California Tax Law 
The solar energy tax credit is equal to 55 percent of 
the amount paid (subject to a $3,000 limitation) for 










of the cost. 
, the credit is allowed 
es on which the 
t may be allowed, however, to 
a new home if the builder or deve 
credit. 
units in a multiple 
the credit. 
1 
energy systems include 
conditioning, 
energy, and wind ene 
le 
life of at least 
measures which reduce 
of the solar 
the credit 
lar tax 
of the 1 solar 
the state ere ·t is $3,000 or s, 
so that d fc and 
over 55 percent cost. If 










Federal Tax Law 
In 1978, a renewable energy source equipment credit was 
enacted in federal law. The law provides a credit of 
30 percent on the first $2,000 and 20 percent on the 
next $8,000 of expenditures for a maximum total credit 
of $2,200, for installations of (1) solar, {2) wind or 
(3) geothermal energy equipment in connection with a 
principal residence. Principal residences include 
condominiums and cooperative housing. 
The federal law also provides a credit for insulation and 
other energy conserving items. This credit is equal to 
15 percent on the first $2,000 of qualifying expenditures, 
for a maximum credit of $300. The credit applies with 
respect to the taxpayers' principal residence. The 
credit is allowed for installation of (1) insulation, 
(2) a replacement burner for oil and gas-fired furnaces, 
(3) a device to modify flue openings, (4) an electrical 
or mechanical furnace ignition system, (5) an exterior 
storm or thermal door or window, (6} an automatic energy 
saving thermostat, (7) caulking or weather stripping 
for an exterior door or window, and (8) an energy 
usage display meter. 
Both federal credits terminate January 1, 19 
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c. Agricultural Irrigation Equi~ment Credit 
Corporations are allowed a limited nonrefundable tax 
·credit for the cost of certain irrigation equipment 
on agricultural land. The credit is the lesser (1) 
10 percent of cost or (2) $500. The credit applies to 
equipment which results in reduced water usage and was 
talled on land which was cultivated and irrigated during 
any growing season during the years 1971-1976. The land 
must be owned and controlled by the taxpayer, who must be 
a farmer (75 percent of income from farming) and whose 
gross income does not exceed $500,000. 
The credit is allowed in addition to any other deduction 
to which the taxpayer is otherwise entitled@ Because the 
t is designed to give double tax relief, ciation 
allowed without regard to any reduction the basis of 
the property. 
Federal Tax Law 
There is no provision in federal law a 
to agricultural irrigation tax credit. 
d. Special Employee Tax Credits 
California Tax Law 
California tax lav-1, a disadvantaged 
credit is provided for employers who 





Supplementary Program for the 
Income/State 
, Blind and abled; 
General Assistance and the ~'lork Incentive Program. 
The credit is 10 percent of wages 
of $300 per year per employee. The t 
a maximum 
in 
addition to the deduction allowed for wages The 
Employment Development Department certifies that the 
person is a public aid recipient at the time of hiring. 
The credit can be claimed based on wages paid the 
of hiring and the next succeeding year. 
The law is "sunsetted" on December 31, 1984. 
Federal Tax Law 
A ted tax credit is permitted employers for \'Tages 
and salaries paid to individuals placed on-the-job 
training or employment through the ~'lork I Program 
(WIN) • The credit is equal to 20 percent of the wages 
and salaries paid to these employees during their first 
12 months of employment. The credit, however, is sub-
ject to recapture if the employer, \vi thout cause termi-
nates the employment at any time during employee's 
first 90 days of employment or before the close of the 
90th calendar day after that period (but not if termination 
is for lack of business}. 
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The credit for any year may not exceed the first $50,000 
plus 50 percent of such tax liability excess 
$50,000. Unused credits may be carried back years 
and carried forward seven years. 
Another federal tax credit available is the 1 welfare 
recipient employment incentive tax credit. s 
is substantially the same as the WIN credit, and for 
wages paid to federal welfare recipients qualifying for 
aid to dependent children. 
A third federal credit is the new targeted jobs tax credit. 
The credit for years beginning in 1978 is 50 percent of 
the excess of the total unemployment insurance (FU'l'A) 
wages paid during calendar year 1978 over 102 percent 
the total wages paid during the calendar 1977. 
are four limitations on the amount of t. 
It cannot exceed; (1) 25 percent of the FUTA paid 
in the 1978 calendar year; (2) $100,000 for any calendar 
year; (3) 50 percent of the increase in total wages 
(not FUTA wages) over 105 percent in the preceding calendar 
year•s total wages; and (4) the tax liabi 
tax year. 
There is also a bonus credit for hiring the 
An additional job's tax credit is allowed 
handicapped individual hired who 





is 10 percent of the first $4,200 
handicapped person for 
one-year period beginning with 
rehabilitation is begun. The total 
handicapped individuals hired cannot 
the regular new job's tax credit .. 
7. Consolidated Return/Combined Reports 




20 percent of 
California law specifically provides for the fil 
consolidated franchise tax return only by certain 
of a 
lroad 






application of the combined report provisions 
s under Section 25101. s discussed 
material for the 
lege of filing a consolidated return 
extended to an affili group 




connected through stock ownership a common parent 
at t 80 percent of the voting power all classes 
s and at least 80 percent of each of nonvoting 
stock, are owned directly by one or more of the includible 
corporations, and where the common parent owns 
30 
directly stock possessing at least 80 percent of the voting 
power of all classes of stock and at least 80 percent of each 
class of nonvoting.stock. 
Life and mutual insurance companies, foreign corporations, 
regulated investment companies and real estate investment 





CARRYOVER/CARRYBACK OF NET OPERATING LOSSES 
SUMMARY OF THE ISSUE 
Existing federal law allows taxpayers a 
operating losses (NOL) incurred the conduct of a 
trade, a provision designed to lessen the 
resulting from the use of the one-year accounting 
this deduction exceeds the taxpayer's tax liabil 
in which the loss was incurred, the loss deduction be 




forward to the succeeding seven tax years in to offset tax-
able income. The carryback provision requires a 
of the taxpayer's liability for the prior year or 
the loss was applied. The taxpayer may receive a refund if 
loss carryback results in an overpayment of taxes for a pr 
year. These provisions of law are designed to a of 
" averaging" for businesses that experience swings 
net income over a period of years. 
California law does not allow net operating loss 
or carryovers under either the Personal Income Tax law or 
Bank Corporation Tax law. 
In previous sessions there has been legis s area: 
SB 927, Zenovich (1973-74); SB 1129, Roberti (1975-76); and AB 228, 
Antonovich (1977-78). The Committee now has three bills 
addressing carryover/carryback: AB 815 (Papan) AB 1479 ( ) , 
and AB 874 (McVittie) • 
Should state law be amended to 
carryovers of net operating losses? 
32 
and 
OF FEDERAL LAWl 
Net loss carrybacks and carryovers provide 
ss taxpayers with a form of ing which, in effect, 
to share their losses with the government by off-
losses against their taxable income in other years. 
every taxpayer, including individuals and estates as 
1 as corporations, is allowed to use the carryback/carryover 
s apply to net operating losses from a trade or 
are certain regulated investment companies 
insurance companies A partnership is not 
deduction, but each partner may take his share of 
losses into account in computing his own income 
loss is excess allowable deductions 
, with certain adjustments. These adjustments 
s of deductions that may be included in 
s and provide that capital gains and 
treatment calculating net operating 
rule is that net losses may 
s and carr forward seven years from 
loss occurred. In effect, this provides 
(3 
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s + loss 
taxes. 
+ 7 succeeding 
purposes of 
A taxpayer's NOL deduction must first be 
the third tax year preceeding the year in which 




income for the third preceeding year is carried to the second 
preceeding year. Any amount of the loss that still remains unused 
is then applied to the first preceeding year. If loss is not 
entirely used to offset taxable income in the three preceeding 
years, the balance may be carried forward to the seven succeeding 
tax years in order of their occurrence. It should be noted, 
however, that federal law allows a taxpayer to elect to forego the 
carryback period and to carry the entire loss forward for off-
setting taxes in future years. This is of particular benefit to 
new businesses with little or no profit in their early years of 
operation. 
In addition to the general rule governing carrybacks and 
carryovers, there are several special rules with different time 
periods for carrybacks and carryovers for banks, financial 
institutions, business development corporations, and small 
business investment companies. A variety of special provisions 
have been enacted in the past to aid specific industries and even 
specific companies in times of economic hardship. 
The carryback provision results in the need for the taxpayer 
to recompute his or her tax liability for prior years. Since the 
loss carryback reduces prior years' taxable incomes, taxpayers 
may file for a refund of excess taxes paid in prior years. This 
aspect of the law helps to improve corporate cash flow, particularly 
in times of poor earnings. 
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RATIONALE FOR FEDERAL 
s carryback 




income of the 
of 










one to be claimed as 
year and then 
The report of the 
No 6 , 65th Congress, 





as its chief merit 
not adequately 
under our present high 
grave injustice." Since 
stion of the appropriate 
Revenue Code 
been amended no less than 
changes that have 
only allowed the 
to the preceding 
ss reenacted and 




year. In 1933, 
all carryovers 
By 1938, however, fewer businesses were ses, 
and many taxpayers anticipated war production 1939 
Act provided for the carryover of NOL's to two years 
under certain conditions. 
TABLE VI 
FEDERAL LAW CHANGES 
NET OPERATING LOSS CARRYOVER/CARRYBACK 
Act Section Carryback: Carrxover 
1918 ..................... 204 ••••••.••••.•.••••••••• 1 1 
1921 •••••••••••••••••.•• 204 •••••.•••••••••••••••.• 0 2 
1924 ••.•.•••••.••••••••• 206 ••••••••••••••••••••••• 0 2 
1926 ••••••••••••••.••••• 206 .•••••••••••••••••••••• 0 2 
1928 •.•••••••••••••.•••. 117 ••••••••••••••••••••••• 0 2 
1932 •••••••••..•••••••.. 117 ••••••••••••••••••••••• 0 1 
1933 •.....••.••••••••.•• 218 ••••••.•.•••••••••••••• 0 0 
1939 ••.•.••••.•.•.•.••.• 23(s), 122 •••••••••••••••• 0 2 
1942 •.••••.•••..•....••• 23(s), 122 •••••••••••••••• 2 2 
1950 ••.•.•...••••.•...•• 23(s), 122 •••••••••••••••• 1 5 
1951 ••.•••••...••••..... 23{s), 122 •••••••••••••••• 2 3 
1954 •.••...•••.••.••••.. 172 • •••••.•••••••••••••••• 2 5 
1958 •••..•••••••••••.••. 172 ••••••••••••••••••••••• 3 5 
1963es•••••••••••••••••• 5 7 172!bl!ll!Al£ii)l ......... 5 72 b 1 c •.••••••....• 3 
1964 ••••.•••.••.••••..•• 172 b 1 D 3 ••••••••••••• 0 10 ( 15) 
172 b 1 E 4 172(b)(3)(E) 5 1967 •..•..•.•..•.•••...• 3 
1969 ••.••.•..••.••••..•• 172fbJf1}fF~5 ••••••••••••• 10 5 172 b 1 G 6 ••••••••••••• 10 5 
1976 •••••••••••••••••••• 172....................... 3 7 
1 Special provision applicable to certain businesses which have 
been injured by imports as a result of the Trade Expansion Act of 
1962. 
2 Special provision applicable to regulated transportation 
corporations. 
3 Special provision applicable to foreign expropriation losses 
other than those attributable to Cuba. A 1971 amendment permits 
Cuban losses to be carried over 15 years. 
4 Special relief measure designed for American Motors Corpora-
tion, which expired with the taxable year ended December 31, 1968. 
5 Special provision applicable to certain financial i~stitutions. 





42 Act allowed a carryback of an NOL, the NOL being 
to the second preceding taxable year, the unused 
being available for use in the first preceding 
year, and then carried over to the next two succeeding 
years. This amendment was essentially a war relief 
corporations not in war production were already 
declining profits and at the close of the war 
other corporations expected to experience declining 
The carryback provision provided, in effect, the same 
f in periods of declining profits which the two-
provision provided periods of increasing 
54 Code first allowed a five-year carryforward and a 
carryback for all taxable years ending after December 
Code was amended 1957 to allow a three-year 
a five-year carryover for taxable years after 
1957, so that the NOL could be spread over nine 
Tax Reform Act of 1976 further amended the 1954 Code to 
allow a seven-year carryover for taxable years ending after 
31, 1975. 
Revenue Act of 1978 postpones the effective date of the 
Tax Reform Act rules regarding certain carryovers of NOL's. 
a corporation's assets are acquired by another 
in certain types of reorganizations or liquidations, 
corporation succeeds to the NOL carryovers of the 
corporation. The 1976 Reform Act established stricter 
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• 
requirements that the acquiring corporation must meet before the 
carryovers can be utilized. The 1978 Act delayed the effective 
date of the changes to January 1, 1980 with respect to plans of 
reorganization adopted on or after that date, and until June 30, 
1980, with respect to acquisitions occurring in taxable years 
beginning after that date. 
The 1978 Act also provided special tax benefits to taxpayers 
whose NOL's are at least in part attributable to product liability 
losses. First, the portion of a NOL that is attributable to 
product liability losses can be carried back to the ten years 
preceding the year of loss and then, to the extent not so used, 
be carried forward to the seven years following the year of loss. 
congressional Intent 
It is clear that Congress has not viewed this area of tax 
policy as one that can be dealt with in a "once and for all" 
decision-making process, but rather as one that must be adjusted 
to changing circumstances when the existing rules no longer serve 
the purpose of mitigating the tax consequences of swings in 
business income over a number of tax years and business cycles. 
One observer of this area of tax law has listed four main 
objectives that Congress had in mind when it enacted loss carry-
back and carryover provisions.4 These objectives are: 
1) To preclude the imposition of what is tantamount to an 
income tax on capital rather than income. (By taxing only in 
profitable years and denying carryovers and carrybacks the 
average effective rate of tax on the income of capital over a 
large number years would clearly exceed the nominal rate and 
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would the rate of return on capital below what might be 
cons fair market rate of return.) 
2) To reinforce tax neutrality by permitting businesses 
wide cyclical swings to level their incomes, thereby 
3) To 
To 
competition for investment capital with others whose 
s are more stable. 
provide a countercyclical effect by stimulating 
periods of recession or financial difficulty. 
possible by carrybacks offsetting prior tax 
provide a form of economic stimulus. 
encourage the entry of risk or venture capital into 
DESCRIPTION OF CALIFORNIA LAW 
losses incurred in the operation of a trade or 
deductible under California law in the year in which 
are incurred, there are ~ provisions allowing tax-
or carryover such losses to other tax years. 
STATE ISSUES 
cons 
of the complex provis 
NOL law, a number 
of federal law, and the 
issues should be 
discussing comparable state law. 
with federal law, where possible, makes for 
confusion over state tax laws. On the other hand, 
NOL deduction provision is extremely complicated. Adopting 
a ion in state law is contrary to the goal of 
i the state tax system, and would add a complexity not 
faced by state taxpayers. 
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2) If the state enacts such provisions, should they conform 
closely to federal law so as to minimize taxpayer complications 
or should separate state provisions be drawn to serve special 
state needs? A possible example of such a special provisions 
involves a requirement that any refunds generated by a carryback 
of a net operating loss must be reinvested in the business that 
generated the loss. Adopting different NOL law, however, 
magnifies the complexities cited in the previous point. 
3) NOL offers several distinct advantages to taxpayers, 
as follows: 
A. Infusion of Cash 
The carryback results in an immediate infusion of cash 
to the business with the loss at a time when the cash may be 
very valuable for guaranteeing the survival of the firm. 
From a macro-economic policy point of view, it is also a 
valuable way to channel countercyclical economic aid to 
industry. In times of recession when business losses are 
high, the refunds made possible by the carryback provide 
useful economic stimulus to business. 
B. Business Planning 
From the point of view of business, the carryback has 
the virtue of providing certain relief, while the carryover 
is essentially speculative in nature since its value depends 
upon future profit projections. Past tax payments are 
certain and the value of refunds can be calculated directly 
by the taxpayer and factored into future plans for the 
business. 
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c. New Businesses 
The carryover is of particular value to new businesses 
that have large start up losses, little or no previous tax 
, and the potential for large future profits. In 
these cases, the carryover option provides a better tool 
arriving at the appropriate measure of long-term 
profitability. 
D. Encourages Efficiency 
Another advantage of the carryover provisions is that 
they provide an incentive for businesses to operate in an 
ef manner so as to generate future profits and tax 
lities which may be reduced by the loss carryover. 
4) There is a significant disadvantage to the use of carry-
provisions. The carryback can lead to very cumbersome 
problems, particularly as the length of the carry-
s increased. The recordkeeping requirements and the 
constantly recalculating prior year tax returns can 
f 
nightmares for both the taxpayer and the 
of carryover is the potential 
in "tax loss" corporations 
substantial loss carryovers can be 
sitions for profitable corporations because of 
potential for lowering the taxes of the firm that buys the 
tax loss. Federal law and IRS regulations attempt to limit this 
tax loss corporations but no effort in this area 
effective. Firms that otherwise might go out of 
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business because of inefficiency or changing market conditions 
are acquired solely as a means to reduce the taxes of a profitable 
business. This type of behavior hardly promotes economic 
efficiency or the goal of fair taxation that the carryback/carry-
over provisions were meant to serve. 
6) Whenever the federal government has provided for the 
carryback or carryover of NOL's, it has always been for the 
purpose of giving relief to taxpayers under a federal tax which 
prescribed high tax rates. Congress took into consideration the 
fact that strict adherence to the 12 months accounting period 
might be detrimental to taxpayers who, even in times of 
prosperity, have fluctuating incomes. Given the lower California 
tax rate on corporate income, and the deductibility of state 
taxes in determining federal taxes, is there as great a need for 
the "income averaging" aspect of carryback/carryover provisions as 
there is in federal law? 
7) California is required under the State Constitution to 
operate under a balanced budget. The allowance of carryover and 
carryback of NOL's would make it more difficult to predict revenue 
for state budget purposes, and, thus, could have a severe impact 
on the state budget under uncertain economic conditions. In 
contrast, the need for accurate predictions of revenue at the 
federal level is less acute since the federal government is able 
to operate on a deficit budget.5 
8) Business has already received substantial tax relief 
from Proposition 13 and the recent elimination of the business 
inventory tax (AB 66). Is further tax relief appropriate? 
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9) Given the revenue estimates written into law in the 
of Chapter 282, Statutes of 1979 (AB 8--
1 enactment of these provisions result in a reduction 
government fiscal relief provided by the state? 
10) The adoption of NOL provisions would create administrative 
f for the Franchise Tax Board and increase the cost of 
administration since employees would have to be trained to handle 
the complex problems created by the extremely technical NOL 
exces 
NOL deduction, with its carryback of excess 
three prior years creates administrative difficulties 
the financial, i.e. Bank, rate. The Bank and 
Tax Law requires the Franchise Tax Board to determine 
December 31 the financial rate formula. This 
determined, in part, using the income of general 
for the next preceding calendar year or fiscal years 
such year. Therefore, returns filed by March 15 
the entire income of general corporations for the 
rate to be determined. If a three-year carryback of 
was permitted for purposes of the Bank and 
Tax Law, it would , at the minimum,four years 
determination would be possible. The bank tax rate 
ect to considerable litigation in the past and 
a net operating loss could additional 
43 
• 
12} A final consideration involves the problem of special 
loss provisions being added to the law to aid particular 
industries or business. While a widely subscribed-to objective 
of any tax system is to treat similarly situated taxpayers in a 
similar manner, the existence of loss carryback/carryover 
provisions provides a whole new field of tax law in which special 
pleadings can be made for various industries, further 
complicating the tax law and creating new inequities in the 
treatment of business taxpayers. 
FISCAL IMPLICATIONS OF CONFORMITY 
For the 1977 income year, net losses totalling $2.9 billion 
were reported on 57,949 returns. Revenue losses resulting from 
the adoption of an NOL have been estimated by the Franchise Tax 
















Revenue losses attributed to individuals under the Personal 
Income Tax Law estimated at $50 million at each maximum and are 
included in the total revenue losses shown above. 
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TABLE VII 
SUMMARY OF STATE 
NET OPERATING LOSS CARRYOVER/CARRYBACK PROVISIONS 
OCTOBER 1978 
Net Operating Losses 
carryover Carryover 
state from Years* to Years** 
Ala. NA 
Alas. 1973-81 1975-85 
Ariz. 1973-77 1979-83 
Ark. 1975-77 1979-81 
calif. NA 
colo. 1973-81 1975-85 
conn. 1973-77 1979-83 
Del. 1973-81 1975-85 
D.C. NA 
Fla. 1973-77 1979-85 
Ga. 1973-81 1975-85 
Hawaii 1973-81 1975-83 
Ida. 1973-81 1975-83 
Ill. 1973-81 1975-85 
Ind. 1973-81 1975-85 
Io...,a 1973-81 1975-85 
Kan. 1973-81 1975-83 
Ky. 1977 (4) 1979 (4) 
La. (2) 
Maine 1973-81 1975-85 
Md. 1973-81 1975-85 
Mass. 1973-77 (1) 1979-83(2) 
Mich. (5) 
Minn. 1973-81 1975-83 
Miss. 1973-77 1979-84 
MO. 1973-81 1975-85 
Mont. 1973-81 1975-85 
Neb. 1973-81 1975-85 
N.H. NA 
N.J. NA 
N.M. 1973-81 1975-85 
N.Y. 1973-81 1975-85 
N.C. 1973-77 (6) 1979-83(6) 
N.D. 1973-81 1975-85 
Ohio 1973-77 1979-83 
Okla. 1973-81 1975-85 
Ore. 1973-77 1979-83 
pa. NA 
R.I. 1975-81 1975-85 
s.c. 1975-77(3) 1979-81(3) 
Tenn. 1975-77 1979-81 
Utah 1973-81 1975-83 
vt. 1973-81 1975-85 
va. 1973-81 1975-85 
w. va. 1973-81 1975-85 
liis. 1973-77 1979-83 
Footnotes 
NA - Not allowed 
*Losses available from years in this column may 
be applied against 1978 income. 
**Losses for 1978 may be applied against income 
for years in this column. The 1976 Federal Tax 
Reform Act allo'tiS a seven (formerly five) year 
carryover for losses incurred in tax years ending 
after 1975. Thus, states whose taxes are based 
on current fede~al law, and which do not provide 
their own treatment of net operating losses, 
automatically adopt the new seven year carryover. 
(1) Beginning after 1978, a five year carryover 
is allowed. 
(2) For the first five years, so much of the 
federal loss represented by net operating loss 
carryovers for tax years ending Dec. 31, 1973, 
and thereafter is deductible. 
(3) Allowed only for new business during first 
three years of operation. 
(4) Allowed only for new businesses for loss 
in first year of operation. 
(5) Business losses may be carried forward 10 
years or until used up. Any unused carry-
forward of a net operating loss from the 
repealed corporate income tax is deductible but 
not for tax years ending after 12/31/80. 
(6) Five year carryover ·:;f "net economic 
losses"; carryback not permitted. 
source: state Tax GUide, commerce Clearing House, October, 
1978, p. 654-655. 
CHAPTER 4 
GRADUATED CORPORATE INCOME TAX RATES 
SUMMARY OF THE ISSUE 
Since almost the beginning of the federal corporate income tax, 
some level of profit has been exempted from the highest corporate tax 
rate. current federal law, enacted in 1978, provides for graduated 
increases in the corporate tax rate ranging from 17 percent to 40 per-
cent on the first $100,000 of taxable income. The 46 percent maximum 
tax rate only applies to income in excess of $100,000 during the tax 
year. Graduated rates are often supported as an effective way to aid 
small businesses because by reducing taxes on the corporation's income 
they allow the firm to retain more earnings for reinvestment in the 
firm. 
california law does not provide for graduated tax rates on taxable 
bank and corporation income. State law contains a flat 9.6 percent tax 
rate on most corporate net income with a minimum annual tax of $200 on 
all corporations subject to the tax. Banks and financial corporations 
are subject to a higher tax rate. 
The committee now has before it AB 1478 (Naylor), which would 
provide a graduated tax for corporations, as follows: 
Income Tax Rate 
$0 or a loss $200 (minimum tax) 
$1 to $25,000 3% 
$25,000 to $50,000 4% 
$50,001 to $75,000 6% 
$75,001 to $100,000 8% 
$100,001 + 9"/o 
Should state law be amended to provide graduated tax rates appli-
cable to corporate net incomes? 
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DESCRIPTION OF FEDERAL LAW 
current federal corporate tax rates were enacted by the Federal 
Revenue Act of 1978 which are as follows: 
Taxable Income 
$0 to $25,000 
$25,000 to $50,000 
$50,000 to $75,000 
$75,000 to $100,000 
Over $100,000 













The purpose of both the current and the prior rate schedules was to 4 
provide some form of tax relief to small businesses. In the past, 
however, many large businesses fragmented their operations to obtain 
the advantages of the lower tax rates that applied to the first in-
crements of taxable income. As a result, remedial legislation was 
enacted in 1963 and 1969 which limited groups of corporations con-
trolled by a single interest to a single surtax exemption. (The 
surtax was the name for the higher rate that applied to incomes over 
$50,000 prior to 1979.}1 
It should be noted that the graduated rates apply to the first 
$100,000 of income of all corporations, regardless of the total amount 
of taxable income that an individual corporation reports. A large 
manufacturing firm which reports a taxable income in the hundreds of 
millions of dollars receives the same benefit from the graduated 
rates as does a much smaller firm reporting a taxable income slightly 
over $100,000 for the tax year. 
It should also be noted that the graduated corporation income 
tax is based on the absolute level of corporate profits (i.e., 
$25,000, $50,000, $75,000, $100,000+) and not on the rate of return 
on investment in a corporation. For example, consider two firms, 
For example, consider two firms, one earning $ 25,000 of 
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income on $250s000 of invested capital and another earning $1 million 
income on $20 million of invested capital. The rate of profit of the 
first firm is 10 percent and that of the second firm is only ve per-
cent, yet the first firm pays taxes based on a lower tax (17 
percent) than does the larger firm {46 percent). If 11ability to pay" is 
measured by rate of return on capital, then a system of graduated rates 
based on the absolute dollar level of profits does not really address 
this concern. If, on the other hand, the objective is to aid businesses 
that are small in absolute size, regardless of their profitability, then 
the system of graduated rates based on the absolute amount of net income 
is appropriate. 
Cost of Graduated Corporate Tax Rates to the Federal Treasury 
According to the Office of Managment and Budget2 the 1980 fiscal 
year revenue loss attributable to the graduated corporate rate structure 
will be $7.1 billion. These tax savings may be used by corporations for 
any purpose legally available to them. 
BACKGROUND AND HISTORY OF FEDERAL LAW 
The modern history of the corporate income tax begins with the 1894 
Income Tax which levied a two percent tax on corporate net income. The 
tax was held to be unconstitutional by the U.S. Supreme Court, marily 
for reasons unrelated to the concept of a corporation tax. 
The next attempt was the 1909 Corporation Tax which was one percent 
on corporate net income over $5,000. This law was held to be constitu-
tional in Flint vs Stone Tracy Company, 220 U.S. 107 (1911). With the 
passage of the Sixteenth Amendment to the U.S. Constitution, Congress 
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enacted the 1913 Income Tax setting corporate taxes at one percent of 
net income. With the passage of the Revenue Act of 1918, corporate 
taxes were set at 12 percent, with a $2,000 exemption. An excess pro-
fits tax was also enacted in this d War I era legislation. Between 
1918 and 1934 the rate fluctuated so by 1934 the rate was 13-3/4 
percent, and the $2,000 exemption had been eliminated. 
Table VIII,"History of Corporate Income Tax Rates 1936-1979, 11 shows 
large number of changes that have occurred in the rates and exemp-
tion levels that apply to corporate net income over the last 45 years. 
The purpose of the lower rates applied the first increments of cor-
porate net income was to aid small inesses by allowing them to retain 
more earnings after taxes. From the mid-1930's until 1975, lower rates 
were applicable only to the first $25,000 of corporate net income. In 
the mid-1970's many advocates of tax relief for small business argued 
t is $25,000 exemption from the maximum corporate tax rate had to 
be increased to $100,000 or more merely to keep up with the decline in 
purchasing power of the dollar since 1940.3 In response to this 
and to the general concern that the 1974-75 recession was par-
ticularly hard on small businesses, Congress provided in the Revenue 
Act of 1975 that lower rates would apply to the first $50,000 of cor-
income. In the Revenue of 1978 the Congress raised the level 
of corporate income subject to lower tax rates to $100,000 and further 
graduated the rate structure below that level. Congressional action in 
1 was motivated not only by a 
a desire to motivate business i 
ire to aid small businesses, but by 
generally by lowering all cor-
porate tax rates, including the top rate which was lowered from 48 per-

















and the application 
encourage growth in 
those companies. Tax 
ia11y needed for 
ticularly capital i ive. 
cut of $5 billion, about 
taxable income of less 
Graduated 
intent concerning the new 
in the Report of the Committee 
the corporate 
and stimulate 
In addition, the 
n corporate tax rates 
to corporations will 
provide tax relief to 
of rate reductions is 
es that are not par-
overall corporate rate 
to corporations with 
11 so reduce the abrupt 
as taxable income j in tax rates 
increases above $50, 
sions, and above $25 , 
present law. The tax rate 
cent under present law 
The committee believes 
ring temporary provi-
permanent provisions in 
increase from 22 percent to 48 per-
tax burden on the i 
increase from the 
will reduce this large 
mental income. 
a 118-percent increase. 
s increase imposes too great a 
e income. A gradual 
corporat€ income tax rate 
n the marginal rate on incre-
Moreover, appli ion graduated rates to cor-
porations should reduce the impact of the tax laws in the 
selection of a form organi 
business. Under present law, 
from percent to 
$50,000. Reduction 
of graduated rates 
importance of the 
c 
tion of the corporate, 
operat on 
n , two n 
ion for operation of a small 
corporate tax rates increase 
taxable income in excess of 
tax rates and application 
d reduce the relative 
s choice. As a result, non-
emphasis in selec-
e proprietorship form 
(p. 79-80) 
been advanced for en-
i tax rates that are businesses. The first, and 
less reason to the ion of 
iness ncome i 1y accepted 
as a ple feature is line of 
• 
argument ignores the issue of the proper level of taxation of the income 
of the ultimate owners of the corporation in question and the issue of 
the economic efficiency of taxing more profitable corporations at higher 
rates than less profitable ones. Insteads it focuses attention on the 
ability of a business entity to pay corporation taxes. 
The second, and more sophisticated line of reasoning argues that 
small, new businesses have little access to established capital markets 
and normal commercial lenders and consequently need to rely on retained 
corporate earnings as the main source of investment capital to facili-
tate future growth. Lower corporate net income taxes are seen as a very 
direct means for the government to use to encourage growth in small, new 
businesses without the need to establish large bureaucracies (such as 
the Small Business Administration) to administer loan or subsidy 
programs for small businesses. Extensive testimony has been presented 
to both houses of Congress, in the context of hearings on small business 
tax reform and the encouragement of small business in general, empha-
sizing the critical importance of retained earnings as a chief source of 
investment capital for small business. Lower tax rates for small busi-
nesses, special depreciation deductions, favorable investment tax cre-
dits, and special inventory accounting rules have all been suggested as 
ways to reduce small business corporate tax payments and, thus, as ways 
to increase retained earnings available for reinvestment. 
A major criticism of the use of graduated tax rates as a method for 
aiding small (as opposed to all) businesses is that such graduated rate 
structures channel substantial tax savings to large businesses at the 
same time as aid flows to small businesses. This is because the grad-





recently enacted federal corporate net income tax rates pro-
tax savings of $6, on first $100,000 of net income 
on a ncome $100,000 or more. 
ons with less $100,000 ved less than $6,750 in relief 
lower rates and hence less 
of this most recent change in 
published by the Internal Revenue 
had less income 
• A simulation of 
usi 1 
that, in the aggregate, slightly more tax savings flowed to 
ions with net incomes over $100,000 than to corporations with 
ncomes less than $100,000.4 total revenue loss to the federal 
$1 in add i tax reli to small businesses (i.e., 
$100,000), d slightly over $2, based on 
ion of the 
taxable 
ons and a 
nancial 
revenue to 
reported corporate income 
graduated corporate income tax 
ion Tax does provide for a flat 9.6 percent 
income in the case of non-financial 
between 11.6 percent and 13 percent for 
the provisions of Chapter 1150, 
1 
rates will fluctuate 
11 1983 in order to provide suf-
1ost due to the repeal of the 
banks and financial cor-
sions designed to ect such 
burden as is applied to other non-
the "i 
ons to the same 
corporations is is neces since banks and financial 





are subject to a minimum tax of $200, 
net 
ions are 
reported. Federal income 
deductible for purposes of 
computing income subject to the Bank and corporation Tax. 
STATE POLICY QUESTIONS 
In light of discussed above, there are a number of 
ive to implementation of graduated corporate cons re 
net income tax rates at the state level. 
1) conformity with federal law, where possible, makes for 





sive tax rate schedule is designed to lessen the 
of the lower taxpayer. It would help those 









tax where the amount of taxable income 
of "ability to pay". Because of the 
corporate economics, the amount of 
much less likely to indicate ability to 
s ent ly in california might avoid 
subdividing functions in several 
fornia tax, as compared to federal 
not be determinative of the failure or 
a new or corporate enterprise. The federal 
pol ies would have a much stronger impact. 
54 
m:ome are ib1e 
income state tax rate f-




1 9 7.97 
9 7.68 
30 9 6.72 
9 5.76 
9 5.18 
e assumes that corporations with 
so ve ncomes are taxable 
e effective California 
1 returns which reduce federal 
d have been. It is not always the 
in ifornia also have federally 
federal and state cor-
n fferences in effective rates 
d to equalize the effective burden 
small ions? 
relief to small i-
graduated 
income for all ions~ 
reduction towards 








$200 minimum tax be altered if small business 
tax reduct upon? Since the statea not the 
and regulates corporations, 
tax provision of the Bank and 
corporation Tax be seen as a form of income taxation or 
as a type licensing fee designed to regulate the use of 
of ion? 
business tax relief be provided in the 
form of general rate reductions for all corporations, 
rates to smaller firms, tax credits of a 
nature, or as credits designed to reward 
behavior that aids certain public policy goals 
as the hardcore unemployed? 
10) large majority of small businesses are not corporations 
but are partnerships or sole proprietorhsips. If aid 
to small s was decided upon, would it be more appro-
to seek out forms of relief that assist the non-
sector as well? 









adopts a ive graduated corporate tax 
current federal law, the impact on 
net s about $104 million for the 
the 1980-81 fiscal year. 
of a graduated corporate tax structure 
Tax Board There models were all 
the constraint that approximately the same amount of 
be col as lected under the present law. 
law 
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and Statistics has developed a corporate tax structure 
after the Internal Revenue Service corporate tax structure. Several 
schedules were derived and compared with the current bank and corporation tax 
structure for income year The minimum tax of $200 is retained and therefore 
no change in tax assessments for corporations with net losses and corpor-
with no income or loss. The tax rates were derived based on the assu1uption 
there is no revenue impact on the overall tax assessments. The following 
were derived and the results are shmvn in Table IX. 
of on the first $25,000 state net income 
8% on the next $25,000 state net income 







on the, first ,000 state net income 
on the next $25 000 state net income 
on the state net income in excess of $50,000 
on the first 
on the next 
on the state 
,000 state net income 
,000 state net income 
net income in excess of $50,000 
5% on the first ,000 state net income 
on the next $25,000 state net income 
10% .on the state net income in excess of $50,000 
overall tax changes, schedule 4 shmvs the least total tax change, 





X0 Income or Loss 18.269 
$1 undcr $5,000 40,379 
5, 000 ·.mder 10,000 15,213 
lO,OCO ..:nder 15,000 10,091 
15 000 under 20,000 7,494 
,OCO under 6,148 
'000 18,848 





HYPOTHETICAL BA.~~ A.'·m COR'!?ORATIOI-I GF.ADUA'l'ED TAX STRUCTURE 
1977 INCO?lL: YEAR 
TAX ASSESSED ($000) 
State Net Graduated Tax Structure 
Income Current Model 1 Tax ~!odel 2 Tax 
___J.2Q. 00 )_ Lav1 Change 
-2,889,834 11,922 11 '922 0 ' 0 3,626 3,626 0 3,626 0 
76,52& 9,755 8,076 -1,679 8,076 -1,679 
110,81+5 9,939 4,434 -5,555 4,877 -5,112 
121+,596 11,222 4,984 -6,238 5 ,L,82 -5,740 
130,297 11,734 5,212 -6,522 5,733 -6,001 
137,972 12, 9 5,519 6 -6,348 
686,535 61 827 36,075 36, 
838,378 75 547 58, 57, 





Model 3 Tax Node:!. 4 Tax 
11,922 11,922 0 
3.626 3.626 0 
. 8.076 -1,679 2,184 -1,57::. 
4,655 -5,334 5 ,51+2 -4,447 
5 -5,989 6, -4, 
5 -6,262 6,515 -5, 
-6 624 
SUMMARY OF THE ISSUE 
CHAPTER 5 
INVESTMENT TAX CREDIT 
Federal law provides for a tax credit equal to 10 percent of 
the cost of new equipment used for business purposes. This credit 
is designed to stimulate business investment in capital equipment 
by lowering the effective after-tax cost of business equipment. 
State law does not provide for any such credit. 
Assembly Bill 862 providing for a 2% credit was introduced in 
the 1977-78 regular session of the Legislature; it died in the 
Assembly. The Committee now has before it AB 1555 (Filante), which 
provides for a 5% credit. 
Should the state consider providing additional incentives for 
such investment by adopting state income and corporation tax invest-
ment credits? 
DESCRIPTION OF FEDERAL LAW1 
A credit against the federal income tax is allowed for 10 per-
cent of the cost of "qualified investments" acquired and placed in 
service or constructed during the tax year. 
Qualified Investments 
The provisions for the depreciable property investment tax 
credit are set out in IRC ~ 38. This section allows the tax cre-
dit where a corporation (or individual) invests in certain busi-
ness facilities which are termed "Section 38" property. 
Only the "Section 38" property defined in the relevant por-
tions of Subtitle B is treated as qualified investment. A quali-
fied investment is generally an expenditure for new machinery or 
equipment used in a business enterprise. Generally, but not in 
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SUMMARY OF THE ISSUE 
Since 1958, 
known as "Subchapter S", 
active trades or businesses to 
for income tax purposes a 
accorded to partnerships. 
to be treated under these 
for certain capital gains is 
income tax, but rather, 
corporation's income or s 
her share of the corporation's 
persons to have the 
organization (chiefly, 1 
tax consequences. 
California law contains no 
Personal Income Tax or 
Income of such corporations is 
corporate tax rate and any 
porations to shareholders 
tax rate applicable to 
li 
AB 1861 {Knox) and AB 
treatment under state 
sessions, respectively; 
has before it AB 874 (McVi 
subject. 
810 Knox) 












mous consent of 
s, not to pay corporation 
shareholders 
not ly be 




Unlike a partnership, a tax 
"conduit". 
passed to 
for tax purposes 
hands the corporation. Ins 
at the corporate 
for any other corporation. 
directly on 
bution of cash 
amount 
To the extent 
undistributed, it 
the last day of 
last day there 






























In determining the taxable 
deductions 
are disregarded. Operating 
gains, are reported directly by 
incurred or realized by them. With 
's excess net long-term 
loss, shareholder 
a portion which is proportionate to 
the total amount passed 
cannot exceed the corporation's 
capital gains. 
Some of the more important specific 
are scussed belowo 
Eligibility 
a 
To qualify for Subchapter S treatment, 
meet the following requirements: 
(1) It must be a domestic corporation 
the U.So or any of the states. 
72 
(2) It must not be a member of an group of 
(3) It must have one c s 
(4) It must not more 15 
(5) It must have only individuals or estates as 
holders. (An exception is made for certain trusts.) 
(6) It must not have a nonresident as a shareholder. 
A corporation may elect to come under provisions of 
Subchapter S if all stockholders unanimously agree to the elec-
tion, beginning with a particular taxable 
last month in the preceding year or in the 
I the 
month of that 
taxable year. The election must have the consent of all persons 
who are 
which 
shareholders at the beginning of the first year to 
election applies, if the election made before that 
time, or all the shareholders on the date the election is made if 
that takes place after the beginning of the first year to which 
it applies. 
An election is binding for all future years, unless it is 
terminated through the addition of new stockholders or it is 
revoked or the corporation ceases to be a "small business cor-
poration". If a new shareholder affirmatively declares that he 
or she does not wish to be treated under Subchapter s, the 
election is terminated for the corporation as a whole and for 
all other shareholders. 
In addition to the above provision, a corporation may lose 




are , rents, 
stocks or 
or 
amount of this type of income for such 
$3,000.) 
of Election on Shareholders 
I election of Subchapter S status 
the corporation will not be subject to 
porations. All income and net operating 
to shareholders, whether or not the 
tributed. A net corporate operating loss 
holders in the same manner as a loss from a 




rata share of the loss, but the amount 
shareholder's adjusted basis 
cess net operating losses may not be carried over to 
years. 
Long term corporate capital gains are ect 
tax at the corporate level if the long-term 
is 
exceeds any short-term capital losses by more than $25,000: 
exceeds 50 percent of the total corporate 
(3) corporate income exceeds $25,000. The excess 
losses over capital gains is not passed on to the 
but may be carried over to future years by 
Income from long-term capital gains of the corporation 
its capital gains character when passed on to the 
and,hence, is taxable at the more favorable 
allowed under the personal income tax 
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rates 




allowed partnerships and 
taxed as • 
enacted as of 
s passed 
it permits businesses to 
tion desired, without the necessity 
di in tax 
that " ••• permitting 
share of the corporate income, 





these losses against taxable 
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chief advantage of 
is the limited 
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in economic ventures 
to attract 
In the original vers 


















s ses .. 
these was the 
to 
made difficult some small 
, since fewer investors could j 
corporation status as 
.. 
the number of who were 
pushed the total 
1 Again, recent amendments to the 
some of the problems caused 
particularly in the treatment 
S corporations with respect to the on 
shareholders. 
Due to these and IRS 
other of Subchapter s, such as 





involuntary revocation of the election S status 
and limitations on the soures of income allowable for a cor-
poration, the literature of accountancy and tax are 
with articles discussing the pitfalls of Subchapter s. While 
law in this area has been constantly amended over last 20 
years to correct some these problems, 
election of Subchapter S status is not as 
Congress intended when it enacted these 
seems true 
a i as 
In addition 
to these considerations, many tax practitioners note state 
taxes on the corporate form are higher on partnerships 
and, hence, a major deterrent to the S status. 
76 
Extent of Subchapter S Activity 
statistics drawn from publications 
Revenue Service provide a profile nature 
extent of Subchapter S activity in the u. s. 
2 
year for which such data is available. 
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Economic Activity of Subchapter S Corporations 
Number of Subchapter S Returns 
Number of Shareholders 
Business Receipts 
Net Income (Less losses) 
Net Worth 
Income Distributed to Shareholders 

















Primary Activity of Corporations Electing Subchapter S Status 




Transportation and Public Utility 
Wholesale and Retail Trade 











By way of comparison, there were 10,881,969 sole proprietorships 
and 1,073,147 partnerships involving 4,950,576 partners the 
entire U.S. in 1975. As can readily be seen, Subchapter S corpora-
tions are only a small part of the small business community in the 
3 
United States. 
California taxpayers have not participated in the use of the 
Subchapter S option in proportion to their share of the total popu-
lation of the u.s. In the 1976 tax year, 642,980 tax 
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returns entire u.s. reported net a 
corporation 
returns 
, a 26,226. In , a 
1975, there were 1,105,976 sole proprietorships and 156,817 
4 
partnerships involving 794,171 partners in 
the 1 use of the tax option corporation 
a 
nesses was due to the lack of corresponding state 
law is hard to determine without in-depth examination the 
curnstances in individual cases. Clearly, however, the 
state corporation tax rate (9 6 ) 1 
deterrent effect upon California businesses' a 
form doing business. 
DESCRIPTION OF CALIFORNIA LAW 
fornia law contains no 
1954 Subchapter R legis (which was 
law, January 1, 1969) or the 1958 
either Personal Income Tax Law or 
tions Tax law. Corporations electing Subchapter S status are 
subject to the Bank and Corporation Tax on net 
at the standard 9.6 percent rate of tax 
higher rate for banks and financial 
STATE POLICY ISSUES 
In light of the federal provisions, a number issues 
should be considered when discussing a state counterpart to 
Subchapter s. 
(1) Conformity with federal law, where possible, makes 
for taxpayer confusion over state tax laws. However, 
jurisdictional problems ferences 
are taxed federally and by the state makes it impossible for 
federal Subchapter s provisions to be adopted intact by the 
state. Thus, at best only partial conformity could be achieved, 
and this runs counter to the goal of tax simplicity. 
(2) Are the types of businesses that are most l to 
make use of Subchapter S (retailing, finance, insurance, real 
estate and services) in need of additional favorable state tax 
treatment? Should it be state policy to encourage these types of 
businesses? 
(3) Is giving taxpayers all benefits of doing business in 
corporate form (e.g., limited liability) plus all benefits of 
not acting in corporate form an appropriate policy? 
(4) If the state should decide to enact provisions similar 
to the Subchapter S provisions in federal law, is it appropriate 
to exempt Subchapter S corporations from the minimum tax ($200) 
features of the California Bank and Corporation Tax Law? 
(5) Subchapter S affords several major advantages, to tax-
payers, as follows: 
A. Avoidance of Double Tax 
The right to elect Subchapter S tax treatment 
permits the owners of a business to operate in 
a corporate form without fear of a double tax 
on income, i.e., one tax at the corporate level 








on their returns. 
minated when the 
c. Employees' Benefits 
The Subchapter S 
in general, to 
ment with respect to income, 
time, to take 
available 
employees but not to 
D. Method of Splitting Income 
An electing corporation 
of dividing among a 
of shifting income 
kets and thereby 
burden. s may 
stock to 
as minor chi 















a Subchapter S 
taxable year in which the taxable year the 
corporation ends. Therefore, is 
to defer 
a taxable year for the corporation 
from that of the shareholder. 
F. Avoidance of Tax on Unreasonable Accumulations 
An election under Subchapter S may be made by 
an existing corporation to avoid threat of 
tax on unreasonable accumulations. If an 
election is made, the earnings will be taxed 
directly to the shareholders. Since the cor-
poration is exempt from tax, there is no possi-
bility of a double tax. 
(6) Subchapter S may cause taxpayers to experience one or 
more of the following difficulties (which course already are 
posed by existing federal law, but the consequences of which 
would be magnified by adoption of state provisions): 
A. Problem in Withdrawing Previousl:z: Taxed Income 
The major problem peculiar to operating under 
Subchapter S concerns the difficulties in with-
drawing previously taxed income. Income of an 
electing corporation that is not distributed 
during the taxable year is taxed to the share-
holders at the end of the year as a constructive 
dividend. This income cannot be withdrawn tax-
free in a later year, unless all current earnings 
and profits for that year are first distributed. 
81 
B. Unintended Disqualification 




of the shareholders. If 
minated, the becomes a 
tax entity subject to 
porations. In to 
to general corporate rules, 
will deny them the right to 
drawals any 
c. Corporation Shareholder on 
If the electing 
different taxable I 
time he files 
how certain di 
s individual return, 
are to be reported. 





federal law differs from state Under , tax on 
individuals and coporations is on a current year 
state law, tax on individuals on a current tax 
on corporations is on a prospective basis. fference 
causes difficult problems tax impos 
chapter S election or election to withdraw from Subchapter S 
status occurs. In addition, state law a 
tax of $200 on corporations whereas federal law does not. 
(8) California could lose tax from nonresident 
of Subchapter S corporations which not if the 
82 
were taxed as a corporation. The treatment of capital gains 
present a problem under state law because, under 
Corporation Tax Law capital are not treat-
ment, while under the Tax Law are. 
(9) High federal tax rates may provide some justi 
for Subchapter S treatment at the federal level. State tax rates, 
effect on whether a business will be conducted as a 
or otherwise in California. 
(10) Subchapter S was enacted to allow small corporations 
an election not to be taxed as corporations. The 
not really limited to "small" business corporations, however, as 
it is available to a business of any size as long as the business 
has 15 or fewer shareholders. For Subchapter S purposes, then, 
the term "small business", relates to the number 
and not size of the business. Therefore, a successful 
corporation could escape tax as a corporation simply because it 
has 15 or fewer shareholders. 
FISCAL IMPLICATIONS OF CONFORMITY 
A preliminary estimate by the Franchise Tax Board staff of 
the financial ramifications of full conformity with Subchapter S 
of the Internal Revenue Code is as follows (1977 income year 
estimates): 
(1) Corporate net income of small business corporations 
would be exempt from the corporate income tax:$29 
million loss 
(2) Corporation net losses would flow through to personal 
income tax returns and would reduce personal income 
tax:$18 million loss 
(3) Corporation long-term capital gains would flow through 
to the personal income tax returns and receive prefer-
ential treatment:$6 million loss 
83 
• 
(4) Personal income tax returns would report additional 
income from reduced corporation taxes:$3 million 
gain 
(5) Subchapter S corporations would 
minimum tax:$1 million loss 
The above estimates net a $51 million loss in state revenues 
for the 1977 income year. If full conformity were enacted 




Income Year (Millions) Fiscal Year (Millions) 
1980 $59 1980/81 $62 





2. Special Analysis G, the Budget for Fiscal Year 1980, ce 
Management and Budget, pp. 183-209. 
3. 
1. Tax Exeenditures: Compendium of Background Material on Individual 
Provis1ons, Committee on the Budget, United States Senate, 
March 17, 1976, pp. -42. 
3. Small Business Tax Reform, 
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Committee on Finance of the U 
19, 1975, pp. 242-254 
1. 1979 U.S. Master Tax Guide, Commerce 
pp. 107-114 • 
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FOOTNOTES - continued 
CARRYOVER/CARRYBACK OF NET OPERATING LOSSES 
1. 1979 U.S. Master Tax Guide, Commerce Clearing House, Inc., 
pp. 407-410. 
2. Tax Reform, Public Hearings Before the Committee on Ways and Means, 
U.S. House of Representatives, 94th Congress, 1st Session, Part 5, 
July 1975, pp. 3625-3631. 
3. Ibid. 
4. Ibid. 
5. Capital Formation, Joint Committee on Internal Revenue Taxation 
the Committee on Ways and Means, October 7, 1975, p. 57. 
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APPENDIX I 
Revenues from Taxes on Corporation Net Income 
Of State and local Government: 
California Compared with the Balance of the United States 
fiscal 
Year California 
1966-67 00000 $ 6.,98 
1971-72 .......... 7 .. 02 
1972-73 00000 8.,45* 
1973-74 OOQOCi 9.,41* 
1974-75 oooc..o 9o98 
1975-76 0000, 9.,21 
1976-77 00000 10,57 
% Change: 
1966-67 to 1976-77 + 51.,4% 
1971-72 to 1976-77 + 50.,5 
1973-74 to 1976-77 + 12 .. 3 
1974-75 to 1976-77 + 5.,9 



















202 0 3% 




170 .. 6 
171 oO 
Ccmputed from data tabulated and reported by the Bureau of the Census, 
U .. So Department of Commerceo 
*Not exactly comparable with the other figures shown., figure derived 
from a different source.. Discrepancy believed to be negligibleo 
Source: Tables in this Appendix from 
California Tax Study, by Conrad 
Jamison, Security Pacific 
























































Bureau of the Census. 
REVENUE OF STATE AND LOCAL GOVERNMENT 
FROM TAXES ON CORPORATION NET INCOME 
PER $1,000 OF .PERSONAL INCOME 
FISCAL YEAR 1976-1977 
I I I I I I I 
MICHIGAN $12.84 I 
CALIFORNIA $10.67 J 
MINNESOTA $10.53 I 
MASSACHUSETTS $10.38 I 
NEW YORK $10.20 I 
ALASKA $ 8.99 I 
WISCONSIN $ 8.93 I 
CONNECTICUT $ 8.80 I 
PENNSYLVANIA $ 8.72 I 
KANSAS $ 8.21 I 
SOUTH CAROLINA $ 7.27 I 
KENTUCKY $ 7.12 
DELAWARE $ 7.10 
RHODE ISLAND $ 6.96 
TENNESSEE $ 6.90 
NORTH CAROLINA $ 6.851 
tU.S. AVERAGE $ 6.681 
~0 $6.63 
HAMPSHIRE $ 6.59 
VERMONT $ 6.56 
ARKANSAS $ 6.46] 
OREGON $ 6.25! 
GEORGIA $ 6.20 
NEW JERSEY $ 6.151 
I I I I I I I 






























































NET INCOME TAXABLE 
IN CHIFCRNIA 
NET LOSS ••• e••••••~••••••j lt 
NO INCOME OR LOSS •••••••• 





l 5. 000 
20,000 
25,000 
GRANO TOT Ai..S •• •• 








Table 3 t 
Bank Franchise Tax Statistic:11 
STATE NET INCOME BY INDUSTRY 
1976 lncom& Year 
AGR! , FORE FISHING 

































MINING AND QUARRYING 
-$8,990,145 
$ 
U6 9 069,090 
FOR TAXATION 
STATE 










U3 ,241, IH 
$ 
• 
CRUDE PETROLEUM AND NATURAL GAS PI'HDUCTION 


































15,150,580,653 sl.269 096o6l7 
CONSTRUCTION 
INCOME REPORTED FOR TAXATION 
FEOERA ST~TE 
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Table 3 (continued) t 
Bank and Corporation Franc:hlsG Tax Statistiu 
STATE NET INCOME BY INDUSTRY 
1976 Income Year 
OF BEVERAGES, FOOOt A!\10 PRODUCTS "ANUFACTURE OF TEXTILE-MILL PkODUCTS 





































































INCOME REPORTED FOR TAXATION 
FEDERAL STATE 
-$42,139,437 



















































~~ .. 899,t..lta 































































































FOOTN:JTES FOLLOW Trl!S SECTION. 





















INCOME BY INDUSTRY 














6, 396, 8b0 '575,:H7 
8 035,325 720,579 
10,410,102 936,509 
lNCOME REPORTED FOR TAXATION 
FEDERAl 
-$33 ,b41. 294 
-$33,641t,294 
$1,079,589,460 







Of PAPER 4NO AlLIED PRODUCTS 
INCOME REPORTED FOR TAXATION 
TAX 
FEDERAl STATE ASSESSED 
-540,875,1123 -U,l59.56~ ul.ooo - - ,600 
-$40,1115~1323 -$5,159,56>4 J22o600 
2,659,230 29,762 lr450 
54,1165 66 t219 5,959 
lt 523 ,4&11 233,063 20.976 
2119,84>1 192,949 17,36b 
106.1'>1' 113,198 10,189 
844 299,638 2t•¥69 745, 532(182 4 ' 50 
846 666,568 59,991 
3rlt54, 2t41t4,231 219,58 
12,315 4,354,503 391,506 
29,991,583 1, 71'3 ,056 698,719 
142,463,912 7oll9t843 641),181 
156,861,211 12.-420 .. 7 21!. ltll7,661 
292,568,1bl 24,173,209 2,228,187 
1,029,891,681 98,831,811 IS.892t663 
$1,674,617,440 $159,851,560 u-.,382,423 
$l U4t405w023 
---·--------
CHEMICALS AND AlliED PRODUCTS 








-$ 7f:l 187,6 76 
$571 4a0.7tll4 





NET 1N€0Mf TAXtBLE 
lN Al FORN A 
NET LOSS ••••• ••. •••• ••••• 
NO INCOME OR LOSS•••••••• 
SUBTOTALS••••••••• 
NET INCOME 
$l UNDER $5,000 
5r000 UNDER 10,000 
10,000 UNDER 15,000 
15,000 UNDER 20,000 
20,000 UNDER 25,000 
25,0DO UNDER 30,000 
30,000 UNDER 40,000 
40,000 UNDER 50,000 
50,000 UNDER 100,000 
1 00, 000 UNDER 200,0(.10 
2go,ooo uNDER 5oo,ooo 
s o,ooo UNDER 1,ooo,ooo 
t,ooo,ooo UNDER z,ooo,ooo 
2 ,ooo,ooo UNDER ~ooo,ooo 
1.0 I 5,000,000 AND OV •••••• ~ 
SUBTOTALS••••••••• 
GRANO TOT At..S. • • ••• 
NET INCOME TAXABlE 
IN CAt.IF~NIA 
NET LOSS. •• •• • • • •• •• • •• • • 
NO INCOME OR LOSS•••••••• 
SUBTOTALS••••••••• 
NET INCOME 
U UNDER $5,000 
5,000 UNDER 10,000 
10,000 UNDER 15,000 
15,000 UNDER 20,000 









2 ,ooo, s,ooo,ooo 
5 ,ooo, ER •• • •• • • 
SUBTOTALS •• • • •. • • • 
GRAND TOTAlS•••••• 
FOOTI.()TES FOLLOW THIS SECTION. 
Table 3 (continued) t 
Bank and Corporation Franchise Tax Statistics 
STATE NET INCOME BY INDUSTRY 
1976 Income Year 
MANUFACTURE OF PETROLEUM AND COAL PRODUCTS 
NUMBER INCOME REPORTED FOR TAXATION NUMBER 
Re9~RNS TAX RE~~RNS FEDERAl STATE ASSESSED 
25 -$98, 1M, 234 -$3,363,293 $5,000 91 
8 - lt600 5 
33 -$98,165,234 -$3,363,293 $6,600 96 
12 65,552 29,914 3,312 25 
1 8,490 8,490 764 16 
3 1,807,361 40,128 3,842 14 
5 76,776 90,932 8,184 9 
3 62,850 66,697 6,004 5 
1 22,743 P·431 2,289 9 8 720,840 2 2,111 24,489 17 
1 44,586 47,262 4,251t 10 
4 1,400,321 285,356 2'5,682 24 
7 3,883,770 963,496 86,715 22 
8 20,235,455 2r563r385 230,704 12 
7 17,688,612 5,009,493 447,254 10 
4 475,680,928 5,615,540 505,400 4 
8 375,5'51,390 28,00'5,374 z. 511.884 2 
4 43,718,938 43,639,238 3,926,731 3 
76 $941,028,612 $86,662,847 S79!'87,508 182 
1.09 $842,863,378 $83,299,554 $7,794.108 278 
MANUFACTURE OF STONE, ClAY, AND GlASS PRODUCTS 
NUMBER INCOME REPORTED FOR TAXATION NUMBER 
OF TAX OF 
RETURNS FEDERAL STATE ASSESSED RETURNS 
189 -$19,645 '716 -$9,082,205 $40,400 127 
28 5,600 8 
217 -S19,61t5r716 -$9,082,205 $46,000 135 
82 195,833 178,427 20,613 30 
3 .. 284,850 244,185 21,978 21 
35 364,917 423,286 38,099 15 
25 399,716 428,360 38,557 16 
20 8,348,696 445,901 41,765 10 
22 578,190 604,840 54,437 10 
34 1,498,855 1,179,419 106,149 21 
33 1,418,003 1,503,941 135,358 19 
75 ... 812,62~ 5,102,180 459,199 38 
36 15,251.995 5,263,106 473,682 29 
47,211,683 8,611,'51'1 714 
97,613,303 11.171.469 1,003 
58,583,937 7,526,239 6.77 
353.022.651 37,630,253 3.378 
206,824 975 23,783,729 2r138 
MANUFACTURE OF RUBBER PRODUCTS 
INCOME REPORTED FOR TAXATION 
FEDERAl STATE 














274,551.464 l7. 2&,643 
$463,255,735 $4!),667,530 
S458t 645,621 $41,480,588 
MANUFACTURE OF PRIMARY METAlS 
INCOME REPORTED FOR TAXATION 
FEDERAl STATE 
-Sl56t 078.113 -u5,85S,030 - -








734,513 862,7 .. 6 
8,378,527 2t688,59b 
3,975,053 .. ,1t02 ,3t.9 





461 $796,410,432 $104,096,926 $9,362. 296 Url36t5llt068 Sl42' 39it ,837 














































Table (continued) t 
Corporation fronc:hi1e Tax Statlstic:1 
STATE NET INCOME BY INDUSTRY 
1976 incom!l Year 
• 
AtTURE OF TRANSPORUTHlH I::QUIPMENT 







-$ 60. 58 5 ,119 
1.0 
0'1 
NET INCOME TAXABLE 
IN CALIFORNIA 
NET LOSS••••••••••••••••• 
NO INCOM~ OR LOSS•••••••• 
SUBTOTALS••••••••• 
NET INCOME 
$l UNDER 15,000 
&•000 UNDER 10,000 
1 , 000 UNDER 15,000 
15 9 000 UNDER 2D.OOD 
20,000 UNDER 25,000 
2s,goo UNDER 30,000 
30, 00 UNDER 40,000 
40,000 UNDER 50,000 
50,000 UNDER 100,000 
100,000 UNDER zoo,ooo 
~oo,ooo UNDER 5oo,ooo 
00,000 UNDER 1,000,000 
lrOOOrOOO UNDER 2rOOO,OOO 
z,ooo,ooo UNDER iRooo,ooo 
5,000,000 AND OV ••••••• 
SUBTOTALS •• •••• • •• 
GRAND TOTALS. • •• • • 
NET INCOME TAXABLE 
IN CALlF~NIA 
NET lOSS ••••••••••••••••• 
NO INCOME OR LOSS•••••••• 
SUBTOTALS••••••••• 
NET INCOME 
11 UNDER $5,000 
5,000 UNDER 10,000 
10,000 UNDER 15,000 
15,000 UNDER zo,ooo 
20,000 UNDER 25,000 
25,000 UNDER 30,0~Q 
30,000 UNDER 40,000 
40,000 UNDER so,olg 50 000 UNDER 100,00 
100:000 UNDER 200,00 
200,000 UNDER 500,000 
500,000 UNDER l,OOO,Ol~ 
t 00,000 UNDER 2,000,00 
l.8oo,ooo uNDER 5,ooo,oo 




FOOOOTES FOLLCr.l THIS SECTION. 
Table 3 (continued) t 
Bank and Corporation Franchise Tax Statistics 
STATE NET INCOME BY INDUSTRY 
1976 Income Year 
MFG. OF OTHER FABRICATED METAL PRODUCTS 
NUMBER INCOME REPORTED FOR TAXATION NUMBER 
RE9~RNS lAX REY~RNS FEDERAL STATE AS ESSED 
lr 007 -$93,309,441 -$44,071,989 $206,200 780 
93 - - 18,800 107 ltlOO -S93t309t441 -s44, 011,989 $225,000 887 
301 470 1t579,870 984,195 117,111 
233 2,711,475 1,734,574 155,914 108 
166 3' 052 '~39 2,062,806 185,655 89 
158 3r266r 83 2,775,569 249,604 62 
130 5,801,345 2o922r893 263,053 66 
129 4,062,286 3,513,080 316,}80 53 
169 a, 124,894 5,858,540 527. 65 85 
170 9,~34, 9D5 7,723,924 694,357 55 
390 39' 78,399 25,931,697 2,333,448 141 
208 69,951,890 29,681,542 2r670r148 59 
169 347' 844' 645 50,822,310 4,566,406 51 
81 290,511,861 57,399,046 5,161,315 18 
40 391,282,653 55r331h554 4,977,402 8 
21 275,168,502 63,259,055 5,685,115 8 
9 273,949,575 98,955,512 8,893,995 2 
2,543 $1,126.821 '322 $408,963,297 136,796,968 l t 106 
3,643 $1,633,5llt881 $364,891,308 $37,021,968 1,993 
MOTION PICTURE PRODUCTION 
NUMBER INCOME REPORTED FOR TAXATION NUMBER 
OF TAX REY~RNS RETURNS FEDERAL STATii ASSESSED 
lr034 -S37r656r263 -$30,593,871' 1210,800 1r42l 
214 43,800 221 
1,248 -$37,656,263 -no, 593, en $254,600 1r642 
839 6,012,535 1,143,780 186,593 sol 
141 1 t 110,401 1r022r080 91,796 21 
74 916,711 915,205 82,369 119 
44 lr427 0 837 764,770 68,628 90 
40 923,740 901,866 81,110 58 
30 lr213t294 820,972 73,887 52 
32 1,443,415 1' 112,1'90 100,149 81 
30 lr4¥Jr938 1,344,492 120,404 53 
59 6,2 r1'86 4,177,800 375,602 112 
28 8,628r959 4r042o212 361,604 50 
22 1'3,946,775 7,099,866 634,788 22 
3 5,909,542 2t314,557 205, HO 5 
It 10,671,211 5,784,718 520,426 10 - - - 3 
3 171,994,395 69,189,777 6,222,880 2 
lt349 $297 '953 '539 $100,634,945 $9,125.406 lt675 
2t597 $260,297,276 S70, 041, 068 $9,380,006 3e311 
~----- -~-~~ --~ 
OTHER MANUFACTURING6 
INCOME REPORTED FOR TAXATION 
FEDERAL STATE 
-slt6,535,078 -$37 f 740 ,93 0 --$46,535,078 -J37. 740,930 
593,462 606,055 
1,491,187 767,977 
1,o:n, 795 1,103,518 
1t 145,362 1 r062 r002 
1,741,344 1r469o847 
1,737,632 1,447,353 
2,868, 84 2o91'Jt932 
5,94;,oso 2r485r359 










INCOME REPORTED FOR TAXATIOH 
FEDERAl STATE 
-$65,545,9~ -s56 ,892 ,o~ 
-s65r545,901 -J56 ,892,048 
3,886,604 lt 257,99i 
3,193,199 1,594,81 
2,602,918 ltlt61o948 
3,136,178 1r549 ,094 
3,529,130 1,314,493 
lr293,l11 1,422 t637 
6r682o518 2,756,628 
4,318,539 2,403,313 





















































Table 3 (continued) t 
Bank and Corporation Franchise Tax Statistics 
STATE NET INCOME BY INDUSTRY 










INCO"E REPORTED FOR TAXATION 
FEDERAl STATE 
-13!13,351.220 -U35 9 067 _ 
-$383,351 -SU5,067 9 2!!i6 
n 
n 






NO INCOME OR LOSS•••••••• 978 
SUBTOTALS••••••••• 9,556 
NET INCOME 




























UNDER ~ 000 ,000 











Table 3 (continued) t 
Bank and Corporation Franchise Tax Statistics 
STATE NET INCOME BY INDUSTRY 
1976 Income Year 
RETAIL TRADE 


























































































3' 101,888' l 03 
1 t919t 95lt 004 
2,763,434,031 
2,794' 8631, 148 
3,093,004,892 
-$310,600 t 743 
-$310, 60(), 743 


































SUBTOTAlS••••• ••• 19,397 15,382,854,048 $1,581,379,221 
GRANO TOTALS •••••• ~8,953 14,558,815,617 $1,264,169,861 
$142,497,960114,746 $17,110,403,338 Slt635,39lr515 $147,256,221 
$144t427,9h0 21.738 $16,109,366,217 $1,324,790,772 $148,689,821 
NET INCOME TAXABLE 
IN CALlFCRNIA 
NET lOSS ••••••••••••••••• 




59 000 UNDER 
10 9 000 UNDER 
15 9 000 UNDER 





25,000 UNDER 30,000 
30,000 UNDER 40,000 
40,000 UNDER 50,000 
50,000 UNDER 100,000 
100,000 UNOER 200,000 
ZOO, UNDER 500,000 
5oo, uNgeR l,ooo,ooo 
,000, UN ER 2,000,000 
8oo. uNDER ~ooo,ooo oo, AND ov~ ••••••• 
SUBTOTAlS••••••••• 
GRAND TOTALS•••••• 



















































































SAVINGS AND LOAN ASSOCIATIONS '71' 
INCOME REPORTED FOR TAXATION 
FEDERAL STATE 
























































NET INCOMI TAXABLE 
IN CAL FffiNIA 
NET LOSS••••••••••••••••• 
NO INCOME OR LOSS•••••••• 
SUBTOTALS••••••••• 
NET INCOME 
Sl UI()ER $5,000 
5,000 UNDER 10,000 
10,000 UNDER 15,000 
15,000 UNDER 20,000 
20 9 000 UNDER 2 5 ,ooo 
25,000 UNDER 30,000 
30 9 000 UNDER 40,000 
40,000 UNDER 50,000 
50,000 UNO ER 10o,goo 
loo,ooo uNDER 200. 00 
200,000 UNDER 500,000 
5oo,ooc UNDER 1,goo,ooo 
1,ooo,ooo uNDER 2, oo,ooo 
lrOOO,OOO UNDER ~000,000 
5tDOOtOOO AND OV ••••••• 
SUBTOTALS••••••••• 
GRAND TOTALS •••••• 
NET INCOME TAXABLE 
IN CALIFffiNIA 
NET LOSS••••••••••••••••• 
NO INCOME OR LOSS•••••••• 
SUBTOTALS••••••••• 
NET INCOME 
$1 UNDER $5,000 
5,000 UNDER 10,000 
10,000 UNDER 15,000 
15,000 UNDER 20,000 
20,000 UNOE~ 25,000 
25,000 UNDER 30,000 
30,000 UNO ER 40,000 
itO,OvO UNDER 50 000 
50,000 UNDER 100~000 
100,000 UNDER 200,000 
200,000 UNDER 500 1 000 
500,000 UNDER ltOOO,OOO 
ltOOO,OOO UNDER 2,000,000 
2,ooo,ooo uNDER ~ooo,ooo 
5,000,000 ANO OV ••••••• 
SU8TOTALS••••••••• 
GRAND TOT AI..S •••• • • 
-~~- ---
















































Table 3 (continued) t 
Bank and Corporation Franchise Tax Statistics 
STATE NET INCOME BY INDUSTRY 
1976 Income Year 
OTHER FINANCULS 11 T REAL ESTATE COMPANIES 
INCOME REPORTED FOR TAXATION NUMBER INCOME REPORTED FOR TAXATION 
JAX REY~RNS STATE FEDERAL STATE AS ESSED FEDERAL 
-$195 '955 '630 -$14,802,374 S2lr200 7,009 -$38lt263,436 -$30lt001,329 - 45,325 2,513 -$195,955,630 -$14,802,374 $b6,525 9,522 -$381 t263 ,436 -S30lr001t329 
362tl37 49,948 5,097 15,331,069 9,160,216 151,791 
2,566,310 437,334 49,567 1t928 16,908,244 14t068 ,491 
2,015,383 410,599 46,537 1,186 16,521.293 14,699,13} 
1,705,781 447,412 52t397 852 16t876t697 14,835,39 
1t869, 576 603,677 70,777 613 14,510,513 13 '766 t344 
1,576,067 513,267 58,565 482 14,396,476 l3t25l•f76 
1,474,633 lo107r719 127,344 680 27,645,760 23t52 t 96 
2,897,489 833,952 97,410 496 55,141,597 22,242,801 
F·374, 110 4r496,838 ~13,808 817 71,378,332 58,304,857 
8,708,575 6,226,576 29,523 365 93,821,203 so. 133,082 
119,232,137 10,106,592 lt223tl00 200 l59,131t499 61,922tlb0 
83,051,490 16,738,286 1,959,453 69 53,196,055 46r034t806 
121o't62r855 16,135,458 1 0 739,529 36 42,856,973 itS t 724 ,o 13 
151,145,8~0 24,181,992 2,537,870 19 50,120,658 50,57lt,9l.2 
642,104,13 102,430,800 11,17lt702 9 273,010,381 105,412,606 
Sl,l62,93b,820 $185,032,639 $20,427,530 12,909 $920,846,750 $51t6 ,657,883 
$966,981,190 $170t230o265 S20o494 0 055 22,1t31 $539,583,314 $24~h656t554 
INVESTMENT AND INSURANCE COMPANIES TRANSPORTATION4> 
INCOME REPORTED FOR TAXATION NUMBER INCOME REPORTED FOR TAXATION 
TAX OF 
FEDERAL STATE ASSESSED RETURNS FEDERAL STATE 
-$217,424,835 -$137,180,358 S477,000 996 -$6,969,823 ... 34 ,965 ,a 43 
165,600 190 -szn, 424, &35 -$137 ,tao, 358 $642,600 lt186 -$6,969,823 -$34,965,843 
26,318,138 3, 378,791 468,133 524 7,365,970 lo099 t458 
7,264,239 4,088,441 367,988 224 3,478,681 1,653,285 
19,060,578 4,413,873 397,257 203 3,302,746 2,490,556 
10,000,901 4,517,945 405,810 128 5,855,17~ 2,~01,815 
9,272,504 4,325,116 389,063 106 10,575,49 2t 78,599 
3,828,490 3t359,043 301,323 78 4,649,961 2,129,317 
8,244,659 7,225,489 650,302 123 46,661,900 4,262 t138 
a, 146,957 7,564,010 680,162 100 6,094,627 4,509,398 
48t'tl5,351 16,731,628 1,502,041 221 23,393,034 14,954,868 
30,543,647 18,719,176 1,678,729 97 64,541,397 12,993,190 
72,045,073 23,660,274 2, 126t022 63 54,0llt903 19,879,002 
104,487,822 25,614,728 2,286,323 22 153,972,280 16,391,920 
228,758,~03 36,664,555 3,295,063 11 80,129,220 l6t428,406 
185,269,505 38,808,669 3,486,978 14 603,409,446 44,505,914 
itl0t910,70l 74,918,400 6,740,0'56 9 407' 798,448 85,279,319 
u,l7Z,s66,96& S273,990,138 $24,775,250 1,923 $1,475,240,279 $231,157,245 












































NET INCOME TAXABLE 
IN CALIFORNIA 
NET LOSS ••• •••• • •• •• ••• •• 
NO INCOME OR LOSS•••••••• 
SU8TOTALS••••••••• 
NET INCOME 
Sl UNDER ss,ooo 
5,000 UNDER 10,000 
10,000 UNDER I5,000 
15,000 UNDER 20,000 
20,000 UNDER 25,000 
25,000 UNDER 30,000 
30,000 UNDER 40,000 
40,000 UNDER 50,000 
50,000 UND~R loo,ooo 
100,000 UNO R oo,ooo 
~go.ggo UND~R 5oo,ooo O, 0 UNO R 1, 00,000 
1 rOOO,OOO UNDER 2tOOO,OOO 
z,ooo,ooo uNDER ~ooo,ooo 
5,000,000 AND OV ••••••• 
SUBTOTALS••••••••• 
GRANO TOTALS•••••• 
NET INCOME TAXABLE 
IN CALIFORNIA 
NET LOSS••••••••••••••••• 
NO INCOME OR LOSS•••••••• 
SUBTOTALS••••••••• 
NET INCOME 
Sl UNDER ss,oov 
5,000 UNDER 10,000 
10 1 000 UNDER 15,000 
15,000 UNDER zo,ooo 
20,000 UNDE"' 25,000 
25 9 000 UNDER 30,000 
30,000 UNDER 40,000 
40 1 000 UNDER 50,000 
50,000 UNDER 100,000 
100,000 UNDER 200,000 
200,000 UNDER 500,000 
50o,ooo UNDER l,ooo,ooo 
1oOOO,OOO UNDER 2,000,000 
·z,ooo,ooo UNDER ~ooo,ooo 
5 9 0001 000 AND OV ••••••• 
SUBTOTALS••••••••• 
GRAND TOTALS•••••• 










































Table 3 (continued) t 
Bank and Corporation Franchise Tax Statistics 
STATE NET INCOME BY INDUSTRY 
1976 Income Year 
COMMUHICATI ONS 
INCOME REPORTED FOR TAXATION NUMBER 
TAX OF 
FEDERAL STATE ASSESSED RETURNS 
$254,093,172 -$4,574,679 S6r000 137 
2,600 
1n $254,093,172 -$4,574,679 SB,600 
6,539,400 15,121 2o223 36 
21 ,615 22,763 2t049 21 
23,525 25,851 2t327 16 
49,326 65,485 5,894 14 
52' 709 63,340 5,701 9 
55,075 56,587 5,093 
1J 7,957,575 247,359 22,263 
211,811 228,916 20,602 8 
862,860 921,974 82,977 20 
403,108 523,931 47,154 13 
14,922,873 ~,401,9B7 216,179 13 
11,019,352 ,699,958 242,995 6 
43,104,978 4,720,320 424o629 1 
46,507,594 7,305,823 657,524 7 
3,224,190,653 537,872,528 48,408,527 4 
$3,355,922,454 S557, 171,949 $50,146 t 137 188 
S3,610 1 015 ,626 $552,597,270 $50,154,737 362 
ELECTRIC AND GAS INDUSTRIES 
INCOME REPORTED FOR TAXATION NUMBER 
TAX OF 
FEDERAL STATE ASSESSED RETURNS 
-$198,382,766 -Sl42,847t314 Sl ,zoo 388 ...... 800 929 
-$198,382,766 -$142,847,314 $2,000 1o317 
641 287 6,067 7,080 
4r945 5,145 463 87 - - - 56 16 t960 n, 751 1,598 43 - - - 28 
27,529 27,529 2,478 33 
33t 805 35,175 3,166 34 
43,465 44,457 4,001 28 - - - 56 - - - 31 
2o931o244 403,424 36,308 28 
17,460,742 829,313 77,463 10 
8,785,036 1r164o638 104,818 6 - - 5 
103 t 512' 529 123,680,328 llr131o229 1 
Sl32,822t322 S126o214o840 Sll ,362,165 733 
-$65,560,444 -n6,632r474 s n, 364,165 2t050 
RADIO AND TELEVISION INDUSTRIES 
INCOME REPORTED FOR TAXATION 
TAX 
FEDERAL STATE ASSESSED 
-no,oo4,516 -$9,974,601 $27,400 
7,400 
-$10,004,516 -s9,974,601 $34,800 
118,316 11,721 8,899 
205,451 151,570 13,641 
208,026 205,757 18,518 
lt 138,755 246,014 2Zt143 
193,653 204,285 18,385 
!8I,745 189 •f42 U:¥lf 5 ,576 53, 27 
353,816 363,624 32,127 
1.254,889 1,333,412 120,006 
10,623,346 1t920,106 172,610 
8os10,205 3,986,174 358,357 
5, 60,217 4,057, 25 365,141 
1o375o950 lt495,914 134,632 
178,848,870 24,232.701 z, ng, i42 
463,719,079 89,286,775 8,03 ' 10 
$672,644,894 $lZ8t 197,547 $11,532,224 
$662,640,378 Sll8 ,222,946 $11,567,024 
OTHER PUBLIC UTILITIES~ 
INCOME REPORTED FOR TAXATION 
TAX 
FEDERAL STATE ASSESSED 
-sl3,485,078 -$8,693,267 $79,800 
}85,800 
-Sl3,485r078 -s8,693,267 $ 65,600 
865,643 537,438 70,290 
1' 38lt 284 632,458 56,923 
3,278,531 688,669 6lt980 
3,532,()49 752,767 67,750 
797,989 630,352 56t732 
1,505,888 901,534 81,137 
1,406,416 1,157,602 104,184 
1r135t156 1o226o182 110,356 
u,304o747 3,900,916 351t080 
7,130,242 4,689,805 422,087 
19,014,255 9,046,353 808,573 
7,783,691 6,613,416 595,207 
10,227,448 8,333,084 748,778 
14,778,742 13,311,357 1tl98t022 
5,430,189 5,742,848 5l6t856 
$89,512,270 s 58 , 164 '781 $5,249,955 








AMENDED IN ASSEMBLY MAY 7, 1979 
CALIFORNIA LEGISLATURE-197~80 REGULAR SESSION 
ASSEMBLY BILL No. 815 
Introduced by Assemblyman Papan 
March 12, 1979 
REFERRED TO COMMITIEE ON REVENUE AND TAXATION 
An act to add Section 24382 to the Revenue and Taxation 
Code, relating to taxation, to take effect immediately, tax 
levy. 
LEGISLATIVE COUNSEL'S DIGEST 
AB 815, as amended, Papan (Rev. & Tax.). Bank and 
corporation taxes: net operating losses. 
Existing Bank and Corporation Tax Law provides for 
various deductions in the computation of taxable income. 
This bill would provide for a carryover and carryback of net 
operating losses as a deduction in the computation of taxable 
income under specified circ;umstances. 
The bill would take effect immediately as a tax levy; 
however, its provisions would apply to income years ending 
after December 31, 1979. 
Vote: majority. Appropriation: no. Fiscal committee: yes. 
State-mandated local program: no . 
• 
The people of the State of California do enact as follows: 
1 SECTION 1. Section 24382 is added to the Revenue 
2 and Taxation Code, to read: ' 





2 an amount 
3 loss carryovers to 
carrybacks to 
5 shall not be 
6 yean 
7 For purposes subtitle, term 
8 operating loss deduction" means the. deduction 
9 by this subdivision. 
(b) ( 1) Except as provided in subdivision (a), the 
11 years to which a net operating loss may be carried are as 
12 follows: 
(A) Except as provided in subparagraphs (D), (E), 
14 (F), (G), (H), and (I), a net operating loss for any 
15 income year shall a net operating loss _carryback to 
each of the three income years preceding the income 
17 year of such loss. 
18 (B) Except as provided in subparagraphs (C), (D), 
, and (F), a net operating loss for any income year 
December shall a net operating 
to of seven years following 
such loss. 
a taxpayer which 





8 to an income year 














1 shall be carried to the earliest of the income years to 
2 which (by reason of paragraph (I)) such Joss may be \ 
3 carried. The portion of such loss which shall be carried to 
4 each of the other income years shall be the excess, if any, 
5 of the amount of such loss over the sum of the taxable 
6 income for each of the prior income years to which such 
7 loss may be carried. For purposes of the preceding 
8 sentence, the taxable income for any such prior income 
9 year shall be computed- . 
10 (A) with the modifications specified in subdivision 
11 (d) other than paragraphs ( 1), ( 4), and ( 6) thereof; 
12 and 
13 (B) by determining the amount of the net,operating 
14 loss deduction-
IS ( i) without regard to the net operating loss for the 
16 loss year or for any income' year thereafter, and 
17 ' ( ii) without regard to that portion, if any, of a net 
18 operating loss for an income year attributable to a 
19 foreign expropriation loss, if such portion may not, 
1-' 20 under subparagraph (D) of ( 1), be carried back to such 0 21 . . w pnor mcome year, 
22 and the taxable income so computed shall not be 
23 considered to be less than zero. For purposes of this 
24 paragraph, if a portion of the net operating loss for the 
25 loss year is attributable to a foreign expropriation to 
26 which paragraph ( 1) (D) applies, such portion shall be 
27 considered to be a separate net operating loss for such 
28 year to be applied after the other portion of such net 
29 operating loss. 
30 ( 3) (A) Paragraph ( 1) (D) shall apply only if 
31 · ( i) The foreign expropriation loss (as defined in 
32 subdivision (h)) for the income year equals or exceeds 50 
33 percent of the net operating loss for the income year, 
34 · ( ii) In the case of a foreign expropriation loss for an 
35 income year ending after December 31, 1979, the 
36 taxpayer elects (at such time and in ~uch manner as 
37 Franchise Tax Board by regulations prescribes) to 
38 subparagraph (D) of paragraph ( 1) and 
39 (B) Any entitled a 
( 
• 
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1 carryback period. with respect to a net operating loss for 
2 any income year ending after December , 1979. Such 
3 election shall be made in such manner as mav be 
4 prescribed by the Franchise Tax Board, and shall be 
5 made by the due date (including extensions of time) 
6 filing the taxpayer's return for the income year of the net 
7 operating loss for which the election is to be in effect. 
8 Such election, once made for any income year, shall be 
9 irrevocable for that income year. 
10 (c) For purposes of this section, the term "net 
11 operating loss" means the excess of the deductions 
12 allowed by this part over the gross income. Such excess 
13 'shall be computed with the modifications specified in 
14 subdivision (d). 
15 (d) The modifications referred to in this section are as 
16 follows: 
17 ( 1) No net operating loss deduction shall be allowed. 
18 ( 2) In the case of a taxpayer other than a 
19 corporation-
20 (A) The amount deductible on account of losses 
21 sales or exchanges of capital assets shall not exceed the 
22 amount includible on account of gains from sales or 
23 exchanges of capital assets; and 
24 (B) 100 percent of the capital provided 
25 Section 18162.5 shall be taken into account 
26 ( 3) In the case of a taxpayer other 
27 the deductions allowable by this which are 
28 attributable to a trade or 
29 allowed only to the extent of the of 
30 income not derived from such 
31 purpqses of the preceding sentence-





l ( ot ( shall be taken 1 
2 account; 2 
3 Any allowable under Section 165( ( 3 
4 of Internal Revenue Code of 1954 (relating to 4 
5 casualty losses) shall not be into account; and 5 
6 (D) Any deduction allowed Section or 6 
7 subdivision (c) of Section 405 of the Revenue 7 
8 Code of 1954 to the extent attributable contributions : 8 
9 which are made on behalf of an individual who is an g 
10 employee within the meaning of subparagraph ( 1) of : 10 
11 subdivision (c) of Section 401 of the Internal Revenue I 11 
12 Code of 1954 shall not be treated as attributable to the 12 
13 trade or business of such individual. 13 
14 ( 5) In computing the deduction for· dividends 14 
15 received, the deductions allowed by Sections 243 1 15 
16 (relating to dividends received by corporations), 244 i 16 
17 ( relating to dividends received on certain preferre·d f · 17 
· 18 stock of public utilities), and 245 (relating to dividends 18 
19 received from certain foreign corporations) shall be 19 
20 computed without regard to subdivision (b) of Section 20 
21 246 of the Internal Revenue Code of 1954 (relating to 21 
22 limitation on aggregate amount of deductions) ; and the 22 
23 deduction allowed by Section 247 of the Internal 23 
24 Revenue Code of 1954 (relating to dividends paid on 24 
certain preferred stock of public· utilities) shall be 25 
computed without regard to subparagraph (B) of 26 
paragraph ( 1) of subdivision (a) of such section. 27 
( 6) In the case income year which II of 28 
29 subchapter M Revenue 
( 30 
income year. 
(f) In determining amount of the 
deduction under subsection (a) of any 
shall be disregarded the net operating 
corporation for any income year for which 
corporation is an electing small business 
under subchapter S of the Internal Revenue Code of 
(g) ( 1) For purposes of subparagraph (C) 
paragraph ( 1) of subdivision (b), the term "regulated 
transportation corporation" means a corporation as 
defined by Section 172 of the Internal Revenue Code of 
1954. 
( 2) For purposes of subparagraph ( of paragraph 
( 1) of subdivision (b): 
(A) A net operating loss may not be a net operating 
loss carryover to the eighth income year following the 
loss year unless the taxpayer is a regulated transportation 
corporation for such eighth income 
(B) A net operating loss may not 
loss carryover to the ninth income year 
year unless the is a 
corporation for the 
for 
AB 815 -8-
8 portion thereof which is 
9 expropriation loss, or 
6 
; 7 
(B) The sum of the amounts allowable as deductions! 
ll under Sections 17202, 17202.3, 17206, and 17206.5 which 
12 are attributable to-
( i) Product liability, or 
14 ( ii) Expenses incurred in the investigation 
settlement or opposition to, claims against 
taxpayer on account of product liability. 
( 2) The term "product liability" means-
( A) Liability of the taxpayer for damages on account 
physical or harm to individuals, or 
to or of the use of property, on account of any 
defect in any product whiCh is ,manufactured, or 
sold by the taxpayer, but only if 
(B) Such injury, harm, or damage arises after the 
taxpayer has completed or terminated operations with 
respect has relinquished 
product. 
( Any entitled to a 10-year 
subparagraph of paragraph ( l) 
29 from any loss may elect to have the carryback 
with respect to such loss year d~termined without regard 
31 to such subparagraph. Such election shall be made in such 
manner as may be prescribed by the Franchise Tax 
and shall made by the due date (including 
time) for filing the taxpayer's return for the income, 
year of the net operating loss. Such election, once made 
















to taxation, to 
LEGISLATIVE COUNSEL'S DIGEST 
AB 874, as int~oduced, McVittie & Tax.). Bank and 
corporation tax rates. · 
Under existing Bank Tax Law taxes are 
imposed according by, net income, at the 
general rate of 9%, at a rate not to exceed 13% with 
regard to banks, which is specified taxes. 
This bill would revise tax rate for corporations, 
other than banks to 3% of the first 
$25,000 of net income, 4 net exceeding $25,000 
but not exceeding 5 for net income in excess of 
$50,000 but not $75,000, 7% for net income in 
99 30 
AB 874 -2-
excess $75,000 not excess of $100,()(10 
in excess $100,000, makes certain 
computation on banks and 
corporations. 
This bill would also provide that 
may elect not to subject 
tax but may to have the 
taxes on ' income of the corporation as if the income 
received by the shareholders. 
Under existing Bank and Corporation Tax Law, net income 
upon which the taxes are imposed or measured, is computed 
by deducting specified authorized expenses from gross 
as d~fined. 
bill would eliminate such authorized deductions and 
specify that net income shall be net taxable income, as 
determined under the Federal Internal Revenue Code, with 
specified adjustments. ' 
Existing Bank and Corporation Tax Law does not authorize 
-.J a taxpayer to carry a loss incurred in an income year to 
preceding or following income years. 
This bill would authorize a taxpayer to carry net operating 
to preceding or following income years, as specified. 
This bill would take effect immediately as a. tax levy. 
majority. Appropriation: no. Fiscal committee: 
State~mandated local program: no. 
The people of the State of California do em1ct as follows: 



































rate of tax 
as provided 
, the one 
subdivision (a) shall 
3-
a one 
instead of one hundred ($100) , 
years beginning after December 31, one 
hundred dollars ($100) specifed in subdivision 
be thirty-five dollars ($35). · 
(d) For income years beginning after December 
1979, the rate of tax shall be: 
(1) Three percent on the first twenty-five thousand 
dollars ($25,000) of income. 
(2) Four percent on income in excess twenty-five 
thousand dollars ($25,000) and not in excess of fifty 
thousand dollars ($50,000). 
(3) Five percent on income in excess of fifty 
dollars ($50,000) and not in excess 
thousand dollars ($75,000). 
(4) Seven percent on income in excess of seventy-five 
thousand dollars ($75,000) and not excess of one 
hundred thousand dollars ($100,000). 
(5) Mne percent on in excess 
thousand dollars 
(e) the 
nn.•>Pn under or 
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1 ($100), except ~ #Te following corporations sftftH 
2 annually f.e #Te state a ttHt ef tvtcntylft.re dollaFf1 {~Qfii t 
3 thirty-five dollars ($35). 
4 fit A credit union n-ef otherwise ~ undcf 
5 ehopter whose gress income twent¥ thousond a&HiM~ 
6 ($90,000) et' ~ 
7 f9t eorpoFation ~ 'l::tfleil the ffi:.ws 
8 whose principal business when ffirmed wa:s gekl 'mining, 
9 which ts inaeth·e tmt:J. htts n-ef 4ffle business "f'tithiH the 
limHs ef the state sffiee ~ 
A corporation formed under the ffi:.ws ef -tfl.ts state 
Wftese principal business when formed wa:s quieksil·.,er 




1 loan of money or 
2 (3) Storing, using or 
3 of tangible personal by 
4 associations. 
5 
6 any year as 
7 election that 
8 or part, against 
9 offset whole or 
10 or more of the next 
11 until such time as 





2 ~ A 
3 
4 one 
5 state; of 
6 subdivision 
subdivision 
8 than .. 
9 for calendar year or fiscal 
ended during calendar required to be 
this state as franchise taxes according to or measured 
such net income, and required to be paid to this or 
its political subdivisions by such corporations as personal 
property taxes during the preceding calendar or 
fiscal years ended such calendar year; provided, 
however, that shall not exceed 13 
net income of every corporation 
23151, or subdivision (c) of Section 
(1 subdivision (d) 
as case may than public utilities as 
in the Public Utilities Act, required to be 







8 r or caJenaar or 
9 rate of tax on 
10 state, other 
11 corporation to 
12 Chapter 2 of this part, 
13 income, shall be: · 
Three percent on 
15 ($25,(XJO) 
16 percent on 
17 thousand dollars 









Have more than 
8 estate and 
9 who is not an 
10 (3) Have a nonresident of the United States as a 
11 shareholder; 
Have more than one class of 
this chapter, term 
































13 determining net income. 13 
24343. Interest on issued by the United 
15 the State of California or a local government 
16 deducted from· net income, and any deductions incurred 
17 with respect to such income which were taken by the 
18 taxpayer in computing net taxable income for federal 
19 income tax purposes, shall be added to net income. 
20 I 
21 Article 2. Deductions 
22 
23 24345. (a) There shall be allowed as a deduction 
24 the income year an amount equal to the aggregate 
25 net operating loss carryovers to such year, 
the net operating loss carrybacks to such 
(b) A net operating loss for any income year 
· ( 1) A net operating loss carried forward from 
29 the seven income years following the UA"''-'"'"'' 
30 loss. 
A net operating loss carryback each of 
preceding taxable 
entire 
income year shall be carried to the 





CALIFORNIA LEGISLATURE-197!H>O REGULAR SESSION 
ASSEMBLY BILL 
Introduced by Assemblymen Kelley, l'¥1cVittie, 
Cline, Banna~ Dennis Brown, Chappie, Ellis, 
Frazee, Hallett, Hayden, Hayes, Imbrecht, Ivers, 
Lancaster, Lehman, Leonard, 1\fountjoy, Naylor, 
Nolan, Rogers, Stirling, Thurman, Norman Waters, 
Wyman 
March 29, 1979 
REFERRED TO COMMITTEE ON REVENUE AND TAXATION 
An act to add Chapter 3.5 (commencing with Section 
23800) to Part ll of Division 2 of. the Revenue and Taxation 
Code, relating to taxation, to take effect immediately, 
levy. 
LEGISLATIVE COUNSEL'S DIG,li:ST 
AB 1470, as introduced, Kelley (Rev. & Tax.). Bank and 
corporation taxes: small business corporations. 
Under existing Bank and Corporation Tax Law taxes are 
imposed according to, or measured by, net income, at the 
general rate of 9%, and at a rate not to exceed 13% with 
regard to banks, which is in lieu of other specified taxes. 
This bill would provide that certain small business 
corporations may elect not to be subject to the bank and 
corporation tax but may elect to have the shareholders pay 
taxes on the income of the· corporation as if the income had 
been r~ceived by the shareholders. 
This bill would take effect immediately as a tax levy. 
Vote: majority. Appropriation: no. Fiscal committee: yes. 






1 at any time during the first 75 days of the taxable yep.r. 
2 ( 2) If (A) a small business corporation makes an 
3 election under subdivision (a) for any taxable year, and 
4 (B) such election is made after the first 75 days of the 
.5 taxable year and on or before the last day of such taxable 
6 year, then such election shall be treated as made the 
7 following taxable year. 
8 ( 3) An election under subdivision (a) shall be made in 
9 such manner as the Franchise Tax Board shall prescribe 
I 0 by regulations. 
11 (d) An election under subdivision (a) shall be 
12 effective for the taxable year of the corporation for which 
13 it is made and for all succeeding taxable year.s of the 
14 corporation, unless it is terminated, with respect to any 
such taxable year, under subdivision ( 
( (I) (A) An election under subdivision (a) made 
17 by a small business corporation shall terminate if any 
18 person who was not a shareholder in such corporation on 
9 the day on which the election is made becomes a 
shareholder in such corporation and affirmatively 
to consent to such on or before day 
day on which he acquires the stock. 
If the person the stock is 
• 
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l which the election is effective. 
2 revoked only if all persons who are shareholders 
3 corporation on the day on which the 
4 consent to revocation. A revocation 
5 paragraph shall 
6 (A) for the taxable year 
7 before the close of the first month of 
8 (B) for the taxable year following the 
9 which made, if made after the close of such 
10 and for all succeeding taxable years of 
11 Such revocation shall be made in manner as 
12 secretary or his delegate shall prescribe 
] 3 ( 3) An election under subdivision ( 
14 business corporation shall terminate 
(A) after the first of the first 
16 corporation for which election is 
election is made on or 
18 ( after 



















an electing small 
affected by any item ot 
or any taken into account in 
ll determining tpe of any net operating loss 
12 (computed as provided subdivision (c) of Section· 













ll (A)" percent 
12 accrued him 
year, or 
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l of such corporation, more than 5 percent of 
2 outstanding stock of the corporation. 
3 SEC. 2. This act provides for a tax levy within the 
4 meaning of Article IV of the Constitution and shall go into 




CALIFOR:'\JIA LEGISLATURE-1979-80 REGULAR SESSlO!\ 
ASSEMBLY 
Introduced by Assemblyman Naylor 
REFERRED TO COMMITTEE ON REVENUE AND TAXATION 
An act. to amend Sections 23151, 23186, 
Revenue and Taxation Code, relating to 
effect immediately, tax levy. 
LEGISLATIVE COUNSEL'S DIGEST 
of the 
to take 
AB 1478, as introduced, Naylor (Rev. & Tax. Bank and 
corporation tax rates; 
Under existing Bank and Corporation Tax taxes are 
imposed according to, or measured by, net income, at the 
general rate of 9%, and at a rate not to exceed 13% with 
regard to banks, which is in lieu of other specified taxes. 
This bill would revise the general rate for corporations, 
other than banks and financial corporations, to 3% of the first 
$25,000 of net income, 4% for net income exceeding $25,000 
but not exceeding $50,000, 6% for net income in excess of 
$50,000 but not in excess of $75,000, 8% for net income in 
excess of $75,000 but not in excess of $100,000, and 9% for net 
income in excess of $100,000, and makes certain conforming 
changes in the computation of taxes on banks and financial 
corporations. 
This bill would take effect immediately as a tax levy but the 
operative date of this act would depend on its effective date. 
Vote: majority. Appropriation: no. Fiscal committee: yes. 









8 For calendar or 
-4-
9 1973, the· of tax be 9 
10 percent as provided by subdivision 
11 (c) For calendar or fiscal years 
1979, the rate net income 
within the 
Chapter 2 of this part, 
income, shall be: 









AMENDED IN ASSEMBLY '1979 
CALIFORl\:IA LEG ISLA TURE-1979-80 REGULAR SESSIOl\: 
ASSEMBLY BILL No. 1479 
Introduced by Assemblyman Naylor 
March 29, 1979 
REFERRED TO COMMITTEE ON REVENUE AND TAXATION 
An act to add Sections 17202.6 and 24440 to the Revenue and 
Taxation Code, relating to taxation, to take effect 
immediately, tax levy. 
LEGISLATIVE COUJI.:SEL'S DIGEST 
AB 1479, as amended, Naylor (Rev. & Tax.). State taxes: 
carryover operating loss. 
Existing Personal Income Tax Law and State Bank and 
Corporation Tax Law does not authorize taxpayers subject to 
the imposition of taxes under such law to carry the net 
operating loss, defined as the excess of allowable deductions 
over gross income, incurred in 1 income year to following 
years. . 
This bill would authorize such taxpayers to carry such net 
operating loss incurred in one income year to preceding and 
following income years, in the manner specified. 
This bill would take effect immediately as a tax levy, but its 
operative effect will depend upon the time at which it 
becomes effective. 
Vote: majority. Appropriation: no. Fiscal committee: yes. 






























purposes of this subtitle, the term 
deduction" means the deduction 
subsection. 
(b) (1) For purposes of this section: 
(A) A net operating loss for any taxable year shall be 
a net operating loss carryback to each of the three taxable 
years preceding the taxable year of such lo~s. 
(B) A net operating loss for any taxable year ending 
after December 31, 1978, shall be a net operating 
carryover to each of the seven taxable years following 
taxable year of such loss. 
(2) The entire amount of the net operating 
taxable year (hereinafter in this section referred 
year") shall be carried the earliest of 
years to which (by reason paragraph ( 1) ) such 
be carried. The portion such loss which shall be 
to each of the other shall 
any, of the amount of such loss over the sum 
income for each of the income to 
loss may be carried. 
(c) For purposes of this section, the 
operating loss" means the excess of the 
allowed by this chapter over the gross income. 
(d) This section shall not apply to 
occurred prior to the 1979 income 
(e) In no event shall 
subject to carryover or 




, 11 or after 





Introduced by Assemblyman Filante 
March 
REFERRED TO COMMITTEE ON REVENUE AND TAXATION 
An act to add Sections 17052.3 and 23606 to the 
Taxation Code, relating to taxation, to take 
imme~iately, tax levy. 
LEGISLATIVE COUNSEL·s DIGEST 
and 
effect 
AB 1555, as introduced, Filante (Rev. & taxes: 
investment credit. 
Existing provisions of the Personal Income Law and 
Bank and Corporation Tax Law do not authorize a tax credit · 
for amounts invested in the acquisition of nr.nne>rt·,, 
This bill would authorize a credit against in an 
amount equal to 5% of the qualified investment in certain 
property, as specified, and would authorize the carryback and 
carryover of excess credits, within specified limits. 
This bill would take effect immediately as a tax levy, but its 
operative date would depend upon its effective date. 
Vote: majority. Appropriation: no. Fiscal committee: yes. 
State-mandated local program: no. 
The people of the State of California do enact as follows: 
1 SECTION 1. Section 17052.3 is added to Revenue 
2 and Taxation Code, to read: 
3 17052.3. (a) There shall be allowed as a qredit against 


















(i) is as an integral part of manufacturing, 10 
production, or extraction or of furnishing 
transportation, communications, electrical energy, gas,· 
water, or sewage disposal services, or 
( ii) constitutes a research facility used in connection · 
with any of the activities referred to in clause ( i), or 
( iii) constitutes a facility used in connection with 
any of the activities referred to in clause ( i) for the bulk 
storage of fungible commodities (including 
commodities in a liquid or gaseous state), or 
(C) elevators and escalators, but only if-
( i) the construction, reconstruction, or erection 
the elevator or escalator is completed the 
after June 30, 1963, or 
( ii) the elevator or is acquired 
1963, and 
escalator commences 
commences such date, or 
( 
structures; or 
( 
